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MUROPE AFTER THE GREAT WARS, 1816 AND 1920! 


HIisToRICAL situations are never reproduced, even approxi- 
mately; but it is at least interesting to recall the post-war 
problems which our grandfathers or great-grandfathers had to 
face, and how they handled them; to ask how far our sufferings 
and anxieties have had their parallels in the not remote past; 
and to note some danger signals. By “we” I mean not the 
British only, but all the peoples of Western and Central Murope. 
Of Eastern Kurope I will only speak incidentally ; for I ain unable 
as yet to extract truth from the conflicting and biassed evidence 
as to its economic condition. Moreover, there is still war in 
the East. 

In 1815 France had been engaged in almost continuous wars 
for twenty-three, England for twenty-two, years. The German 
States had been at war less continuously; but they had been 
fought over, conquered, and occupied by the French. Prussia, 
for instance, was overthrown in 1806. When the final struggle 
against Napoleon began, in 1812, there was a French Army of 
Occupation of nearly 150,000 men in Prussia alone. From 1806 
to 1814 Napoleon’s attempt to exclude English trade from the 
Continent had led to the English blockade—with its striking 
resemblances to, and its striking differences from, the blockade 
of 1914-19. Warfare was less horribly intense, and so less 
economically destructive, than it has become in our day ; but what 
it lacked in intensity it made up in duration. 

Take, for instance, the loss of life. For England it was 
relatively small—because for us the wars were never people’s 
wars. In France also it was relatively small in the earlier years, 
when armies of the old size were mainly employed. But under 

1 Presidential Address before Section F of the British Association, Cardiff, 
Aug. 25, 1920. 


No. 120.—vob. xxx. GG 








424 THE ECONOMIC JOURNAL | DEC. 


Napoleon it became enormous. Exact figures do not exist, but 
French statisticians are disposed to place the losses in the ten 
years that ended with Waterloo at fully 1,500,000. Some place 
them higher. As the population of France grew about 40 per 
cent. between 1805-15 and 1904-14, this would correspond to a 
loss of, say, 2,100,000 on the population of 1914. The actual 
losses in 1914-18 are put at 1,370,000 killed and missing; and I 
believe these figures contain some Colonial troops. 

Or take the debts accumulated by victors and the requisitions 
or indemnities extorted from the vanquished. The wars of a 
century ago left the British debt at £848,000,000. According to 
our success or failure in securing repayment of loans made to 
Dominions and Allies, the Great War will have left us with a 
liability of from eight to nine times that amount. Whether our 
debt-carrying capacity is eight or nine times what it was a cen- 
tury ago may be doubted, and cannot be accurately determined. 
But it is not, I would venture to say, less than six or seven 
times what it was, and it might well be more. <A good deal 
depends on future price levels. At least the burdens are com- 
parable ; and we understand better now where to look for broad 
shoulders to bear them. 

After Waterloo France was cailed upon to pay a war indem- 
nity of only £28,000,000, to be divided among all the victors. 
With this figure Prussia was thoroughly dissatisfied. Not, I 
think, without some reason. She reckoned that Napoleon had 
squeezed out of her alone, between 1806 and 1812, more than 
twice as much—a tremendous exaction, for she was in those days 
a very poor land of squires and peasants, whose treasury only 
received a few millions a year. England, who was mainly 
responsible—and that for sound political reasons—for the low 
figure demanded of France, found herself, the victor, in the 
curious position of being far more heavily burdened with debt 
than France, who had lost. England, of course, had acquired 
much Colonial territory; but on the purely financial side the 
comparison between her and France was most unequal. Eng- 
land’s total national debt in 1817 was £848,000,000. France’s 
debt did not reach £200,000,000 until 1830. 

The reasons why France came out of the wars so well finan- 
cially were four : First, she had gone bankrupt during the Revolu- 
tion, and had wiped out most of her old debt. Second, under 
Napoleon she had made war pay for itself, as the case of Prussia 
shows. ‘Third, there was no financial operation known to the 
world in 1815 by which England’s war debt, or even half of it, 
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could have been transferred to France. JT ourth, England never 
suggested any such transference, or, so far as I know, ever even 
discussed it. 

France’s financial comfort, immediately after her defeat, 
extended to her currency. During the Revolution she had made 
a classical experiment in the mismanagement of credit docu- 
ments, with the assignats issued on the security of confiscated 
Church property ; but after that she had put her currency in good 
order. Her final defeat in 1812-14, and again in 1815, did not 
seriously derange it. Indeed, the English currency was in worse 
order than the French, owing to the suspension of cash payments 
by the Bank of England; and so rapidly did France’s credit 
recover after 1815 that in 1818 French 5 per cents. stood at almost 
exactly the present-day price of British 5 per cent. War Loan. 
That year she finished the payment of her war indemnity, and 
the last armies of occupation withdrew. 

She had no doubt gained by waging war, and eventually 
suffering defeat, on foreign soil. No French city had been burnt 
like Moscow, stormed like Badajoz, or made the heart of a 
gigantic battle like Leipzig. Napoleon fought one brilliant 
defensive campaign on French soil, in the valleys of the Marne 
and the Seine, in 1814. In 1815 his fate was decided in Belgium. 
Hardly a shot was fired in France ; hardly a French cornfield was 
trampled down. But France, as in 1918, was terribly short of 
men, and, again, as in 1918, her means of communication had 
suffered. Napoleon’s magnificent roads—he was among the 
greatest of road engineers—had gone out of repair ; his great canal 
works had been suspended. These things, however, were soon 
set right by the Government which followed him. 

France’s rapid recovery brings us to one of the essential 
differences between Western Europe a century ago and Western 
Europe to-day. In spite of Paris and her other great towns, the 
France of 1815 was a rural country, a land of peasants and small 
farmers. Only about 10 per cent. of her population lived in 
towns of 10,000 inhabitants or more. The town below 10,000, 
in all countries, is more often a rural market town, ultimately 
dependent on the prosperity of agriculture, than an industrial 
centre. Parallels for France’s condition must be sought to-day 
in Eastern Europe—in Serbia or Russia. It is a condition which 
makes the economics of demobilisation easy. The young peasant 
goes back from the armies to relieve his father, his mother, and 
his sisters, who have kept the farm going. Moreover, France 


maintained a standing army of 240,000 men after 1815; and her 
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losses in the Waterloo campaign had been so heavy that the 
actual numbers demobilised were relatively small. Demobilisa- 
tion left hardly a ripple on the surface of her economic life. 

The German States were far more rural in character even 
than France. There were a few industrial districts, of a sort, 
in the West and in Saxony; a few trading towns of some size, 
like Hamburg and Frankfurt ; but there was nowhere a city com- 
parable to Paris. In 1819 the twenty-five cities which were to 
become in our day the greatest of the modern German Empire 
had not 1,250,000 inhabitants between them. Paris alone at that 
time had about 700,000. German statesmen, when peace came, 
were occupied not with problems arising from the situation of the 
urban wage-earner, though such problems existed, but with how 
to emancipate the peasants from the condition of semi-servility 
in which they had lived during the previous century. Here, too, 
demobilisation presented few of the problems familiar to us. 
Probably not one man in ten demobilised was a pure wage- 
earner. The rest had links with the soil. The land, neglected 
during the war, was crying out for labour, and every man had his 
place, even if it was a servile place, in rural society. 

Things were different in Hngland; but our demobilisation 
problem was smaller than that of our Continental allies or 
enemies, who had mobilised national armies, though not of the 
modern size. On the other hand, we had kept an immense fleet 
in commission, the crews of which were rapidly discharged. 
Karly in 1817 Lord Castlereagh stated in Parliament that 300,000 
soldiers and sailors had been discharged since the peace. In 
proportion to population, that would be equivalent, for the whole 
United Kingdom, to nearly 750,000 to-day. For these men no 
provision whatever was made. They were simply thrown on 
the labour market ; and the vast majority of them were ex-wage- 
earners or potential wage-earners, industrial, mercantile, or agri- 
cultural. The United Kingdom was not urbanised as it is to-day ; 
but the census of 1821 showed that 21 per cent. of the population 
lived in cities of 20,000 inhabitants and upwards, and probably 
about 27 per cent. (as compared with France’s 10 per cent.) lived 
in places of 10,000 and upwards. As industry in various forms, 
especially coal-mining, spinning, and weaving, was extensively 
carried on in rural or semi-rural districts, it is certain that at 
least one demobilised man of working age in every three was a 
potential wage-earner of industry or commerce. And as Great 
Britain had lost most of her peasant-holders, whether owners or 
small working farmers, the remainder of the demobilised rank 
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and file were nearly all of the agricultural labourer class. They 
had to find employment; there was not a place in rural society 
waiting for them, as there was for the average French or German 
peasant soldier. It is not surprising that the years from 1815 
to 1820 were, both economically and politically, probably the 
most wretched, difficult, and dangerous in modern English 
history. , 

Things were at their worst in 1816-17, both for England and 
for her Continental neighbours. Western Europe was very near 
starvation. Had the harvest of 1815 not been excellent, so pro- 
viding a carry-over of corn, or had the harvest of 1817 been much 
below the average, there must have been widespread disaster ; 
so thorough and universal was the harvest failure of 1816. In 
the latter part of 1815 (December) wheat fell in England to 
55s. Td., although no grain imports were allowed, except of oats. 
Early in 1816 the United Kingdom was actually exporting a little 
wheat. Then came a terrible spring—a long frost; snow lying 
about Edinburgh in May; all the rivers of Western Europe in 
flood. An equally disastrous summer followed. There was 
dearth, in places amounting to real famine, everywhere—worst 
of all in Germany. Unlike France, the German States of a 
century ago were extraordinarily ill-provided with roads. What 
roads there were had gone to pieces in the wars. In winter even 
the mails could hardly get through with sixteen and twenty 
horses. Food supplies could not be moved over long distances 
by land; and the slightly more favoured regions could not help 
the most unfortunate. There was a far wider gap between prices 
in Eastern and Western Germany in 1816 than there had been 
in the last bad famine year (1772). Each German State, in its 
anxiety, began to forbid export early in 1816, thus making things 
worse. At Frankfurt the representatives of the German States, 
gathered for the Diet, could hardly feed their horses. Prices rose 
amazingly and quite irregularly, with the varying food conditions 
of the various provinces. In the spring of 1817 pallid, half- 
starved people were wandering the fields, hunting for and grub- 
bing up overlooked and rotten potatoes of the last year’s crop. 

In England the harvest failure of 1816 drove wheat up to 
103s. 7d. a quarter for December of that year, and to 112s. 8d. 
for June of 1817. In Paris the June price in 1817 was equivalent 
to 122s. 5d. At Stuttgart the May price was equivalent to 
138s. 7d. These are only samples. Think what these figures 
mean at a time when an English agricultural labourer’s wage was 
about 9s. 6d., and a French or German unskilled wage far less. 
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It must be recalled that there were no special currency causes 
of high prices either in France or Germany. These were real 
dearth prices. In the spring of 1817 the French Government was 
buying corn wherever it could find it—in England, North Africa, 
America—as another bad harvest was feared. Happily, the 1817 
harvest was abundant, here and on the Continent. By Sep- 
tember the Mark Lane price of wheat was 77s. 7d., and the Paris 
price 71s. 9d. 

I have gone into price details for the purpose of drawing a 
contrast between a century ago and to-day. Except for the 
damage done to the German roads, the wars had very little to do 
with these food troubles of 1816-17. High and fluctuating food 
prices were the natural consequence of the general economic 
position of Western Europe a century ago. It was only in the 
most comfortable age in all history—the late nineteenth and early 
twentieth centuries—that low and stable food prices came to be 
regarded as normal. In the eighteenth century, when England 
fed herself and often had an exportable surplus, fluctuations were 
incessant. Take the ten years 1750-60. The mean price of 
wheat at Eton in 1752 was 45 per cent. above the mean price in 
1750. The mean price in 1757 was nearly 100 per cent. above 
the mean price of 1750. On Lady Day, 1757, the price was 
60s. 54d. On Lady Day, 1759, it was 37s. 4d. On Lady Day, 
1761, it was 26s. 8d. The 1761 mean price was exactly half the 
1757 mean price. 

Kighteenthcentury England was too well organised econo- 
mically to be in much risk of actual famine, but for Ireland and 
large parts of the Continent famine was a normal risk. War 
and its effects had only accentuated, not created, that risk. 
Imports might reduce it, but could not avert it, because Western 
Europe tends to have approximately the same harvest conditions 
throughout, and it was impossible to draw really large supple- 
mentary supplies from anywhere else. So unimportant were 
overseas supplies that the Continent suffered very much more 
from the harvest failure of 1816, in time of peace, than from the 
eight years’ English blockade in time of war. If overseas sup- 
plies could be got they were hard to distribute, owing to defective 
transport facilities. Thanks to the work of the nineteenth cen- 
tury, the most terrific of all wars was required to bring Western 
Europe face to face with what had been both a war-time and a 
peace-time risk a century earlier. 

But the old Europe, if it had the defects, had also the elasticity 
of a rather primitive economic organism. Given a couple of good 
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harvests, and a land of peasants soon recovers from war. Serbia 
had a good harvest last year (1919), and was at once in a state 
of comparative comfort, in spite of her years of suffering. A 
second good harvest this year, for which fortunately the prospects 
are favourable, would almost restore her. So it was with France 
and, to a less extent, Germany in 1816-18. In France acute 
distress in 1816-17 had been confined to the towns and to those 
country districts where the harvest failure was worst. The 
harvest of 1817 put an end to it. One gets the impression that 
in Germany distress among the peasants themselves had been 
more widespread. Worse communications and the absence of a 
strong central Government seem to have been the chief causes 
of this, though perhaps the harvest failure was more complete. 
In France, as we have seen, the central Government took such 
action as was possible in the interests of the whole country. A 
parallel might be drawn between the German situation in 1815-17 
and that of the States which have arisen from the break-up of 
the old Austro-Hungarian Empire since 1918. Freed from 
French domination, and then from the urgent necessity of co- 
operating against a common enemy, the German States relapsed 
into their ancient jealousies and conflicting economic pulicies, just 
as the new States, which were once subject to the Hapsburgs, 
have been forbidding exports of food and fuel and disputing with 
one another. 

An excellent harvest in 1817 averted the risk of famine in 
Germany also; but anything that could be called prosperity was 
long delayed, whereas France was indisputably prosperous, judged 
by the standards of the day, and far more contented than 
England, by 1818-20. Germany had been so exhausted by the 
wars and incessant territorial changes of the Napoleonic age, and 
was politically so divided, that her economic life remained stag- 
nant and her poverty great until at least 1830. It was all that 
the various Governments could do to find money for the most 
essential of all economic measures—the repair and construction 
of roads—whereas I’rance had her splendid main roads in order 
again and had resumed work on her canals before 1820. But 
France had cut her losses nearly twenty years before, and had 
enjoyed continuous freedom from war on her own territory 
between 1794 and 1814, as we have seen. She had been well, 
if autocratically, governed, and her war indemnity was but a 
trifling burden. Her peasants were free and, as a class, vigorous 
and hopeful. She was united and conscious of her leadership in 
Europe, even through her ultimate defeats, 
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If the experience of Europe after Waterloo is, on the whole, 
of good augury for agricultural States, and especially for agri- 
cultural States with a competent central Government, for the 
industrialised modern world that experience is less encouraging. 
Great Britain alone was partially industrialised in 1815-20, and 
Great Britain, though victorious, suffered acutely. Mismanage- 
ment was largely responsible for her sufferings—mismanagement 
of, or rather complete indifference to, problems of demobilisation ; 
mismanagement of taxes (the income tax was abandoned at the 
clamour of interested parties, and the interest on the huge debt 
paid mainly from indirect taxes, which bore heavily on the poor) ; 
mismanagement of food supplies, by the imposition of the Corn 
Law; and so on. But suffering due to international economic 
dislocation following war could not have been avoided by manage- 
ment, however good. The situation was unique. England alone 
of the European Powers had developed her manufactures to some 
extent on what we call modern lines. During the wars she. had 
accumulated also great stores of Colonial and American produce, 
which could only get into Europe with difficulty—by way of 
smuggling. In 18138, before Napoleon’s first fall, her manu- 
facturers and merchants were eagerly awaiting peace. In 1814 
manufactures and Colonial produce were rushed over, only to 
find that, much as Europe desired them, it could not pay the 
price. It had not enough to give in exchange; and England, 
being rigidly protectionist, was not always prepared to buy even 
what Europe had to give. There was no machinery for inter- 
national buying credits. Merchants shipped at their own risks, 
usually as a venture, not against a firm order as to-day, and they 
had to bear their own losses—often up to 50 per cent. Con- 
tinental economic historians have hardly yet forgiven us for this 
“dumping,” which both drained away the precious metals to 
Kngland—as there was not much else to pay with—and did a 
great deal of harm to the struggling young factory industries, 
which had begun to grow up under the protection of Napoleon’s 
anti-English commercial policy. 

British exporters were so badly bitten in 1814 that, when 
peace finally came next year, after Waterloo, they were nervous 
of giving orders at home—which was very bad for the manufac- 
turing industries and for the men who sought employment in 
them. There was the curious situation in 1816 that, while the 
price cf wheat was rushing up, most other prices were falling, 
the bottom of the market being often reached at the end of the : 
vear, when the confidence of buyers and shippers began to revive. 
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Raw cotton, for instance, which had touched 2s. 6d. a lb. in 
1813-14, fell to a minimum of Is. 2d. in 1816—although Europe 
was open and cotton badly needed. 

It is as yet too early to work out a parallel between this post- 
war commercial and industrial slump and the slump that followed 
the Great War of 1914-18, for we have not yet had it. But it 
is coming. More certainly, I am inclined to believe, in the 
United States than in England; but pretty certainly here also. 
I say more certainly in the United States because her position 
bears most resemblance to that of England in 1815-17. Con- 
sider that position. What before the war was, on the balance, 
a debtor country has become a creditor country. That creditor 
is equipped to export both raw materials and manufactures—iron 
and steel goods particularly—on a huge scale. It is true she is 
a heavy importer of some foods, such as sugar, coffee, and tea, 
and of certain raw materials, such as rubber, timber, and wool. 
But, owing to her tariff system and her general policy, she is 
reluctant to take many things which her debtors have to offer. 
Her recent “dry” policy, for example, has shut her markets to 
one of France’s most valuable exports, an export with which 
France has always been in the habit of paying her creditors. 
Already, I notice, American business men are beginning to point 
out what English business men stated clearly in a famous docu- 
ment, the Petition of the London Merchants, a century ago— 
that the country which will not buy, neither shall it sell. This 
was the most solid of all free-trade arguments in the early nine- 
teenth century, and it has lost none of its force. No doubt 
America is, and will be, glad to take part payment in gold, just as 
England was in 1814-16. But that is not a permanent solution. 
If she remains a creditor nation—and there is no present reason 
to think that she will not—she must in time arrange to take more 
goods from outside. Her political processes, however, are slow ; 
and it seems unlikely that she will have adjusted her policy before 
the post-war slump is upon her. 

The United Kingdom, which, on the whole, still takes freely 
what its customers have to offer it, is in a better position, provided 
its customers can go on offering. This may prove an important 
proviso. Customers who have been little hurt or even helped 
by the war—Spain, perhaps, or Egypt, or India, or New Zealand 
—should continue good buyers. But the uncertainty gives cause 
for anxious thought in the case of war-damaged nations, allied 
and ex-enemy. Modern financial and commercial organisations 
have postponed the critical moment in a way that was impossible 
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a century ago. When Europe was hungry in 1816 there were 
not food surpluses available anywhere on the earth, nor shipping 
enough on the seas, nor means of transport good enough on land, 
to relieve her need. If, per impossibile, there had been all these 
things, there would have been no country or group of business 
men anywhere ready to give her the necessary credit on a large 
scale. The Rothschilds, a young firm in those days, did some- 
thing. They advanced money to a few German princes to buy 
corn for their people at the Baltic ports, for there was some corn 
to spare from Poland and Russia. But the huge food-financing 
operations of 1918-20 would have been as unthinkable as the 
actual handling of the foodstuffs would have been impossible. 
Had two harvests like that of 1816 come in succession, there 
would have been famine and food riots everywhere, past hope 
of cure. 

Similarly modern finance is postponing the critical moment 
for the international trade in manufactures. British business men 
in 1919-20 have not, I believe, often sent their goods abroad 
in hope of finding a vent for them, and then been forced to con- 
tent themselves with prices far below cost of production, as their 
grandfathers were in 1814-16. Every kind of financial device 
—long private credit, assistance from banks, credits given by 
Governments—has been called in, so that trade may be resumed 
before the war-damaged nations are in a position to pay for what 
they need by exporting the produce of their own labour. The 
more industrial the damaged nation is, the more complex is the 
restarting of her economic activity. Corn grows in nine months, 
and pigs breed fast. The start once given, countries like Den- 
mark and Serbia, both of which are normally great exporters of 
pigs or bacon, could soon pay for necessary imports of machinery 
or fertilisers bought on long credit to restart their rural industries. 
The United Kingdom, the least damaged of all the combatants 
except America, is believed by the Chancellor of the Exchequer 
to be now rather more than paying its way. That may be san- 
guine, but at the worst our accounts are nearly balanced. What 
might not have happened in 1919 if modern methods for post- 
poning payment had not been applied internationally? The other 
chief combatants are far from paying their way. Italy is import- 
ing abnormal quantities of food and also her necessary raw 
materials with the aid of American and English credits, while 
Germany, who can get little in the way of credit, has hardly 
begun even to import the raw materials to make the goods by the 
export of which she may eventually pay her way, not to mention 
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her indemnities. I have in mind such materials as cotton, wool, 
rubber, copper, oil-seeds, and hides—all of which she imported 
heavily in 1913. Some materials, of course, she possesses in 
abundance, but the working up even of these is hampered by her 
coal position. JI make no political pleas: I merely illustrate the 
complexity of the restarting of industry under present-day con- 
ditions. France has the first claim to assistance in restarting, a 
claim which we all recognise; but for the comfort and peace of 
the world a universal restart is desirable. 

The central problem is one which I can only indicate here, 
not discuss. Its discussion is for experts with full inside know- 
ledge from month to month, and the answer varies for every 
country. It is—when will the inability of the war-damaged 
nations to pay for all that they want, in food and materials, in 
order to restart full economic activity, make itself felt by the 
nations who are supplying them, primarily, that is, the United 
States and ourselves? In 1814-16, when the problem was, of 
course, infinitely smaller because nations were so much more 
self-sufficing, the reaction came at once for lack of long organised 
credits. Conceivably, all other combatants might do in turn what 
we seem to have done—that is, adjust their trade balance within 
a reasonable period and so avoid renewal of special credits. In 
that case the post-war trade slump would come, not as an inter- 
national crisis, but as a gradual decline, when the first abnormal 
demand for goods of all kinds to replenish stocks is over. Already 
this type of demand is slackening in certain quarters. We shall 
do very well if we have nothing worse than that gradual decline, 
which would be eased, in our case, by our extensive connections 
with undamaged countries, and by our willingness to buy most 
things which any nation has to offer. The situation would be 
still further eased if countries such as Germany and Russia were 
to develop in turn what might be called a reconstruction demand, 
to take the place of the satisfied reconstruction demands of our 
Allies. But the fear, as I think the quite reasonable fear, expressed 
in some well-informed quarters, is that, in view of the complicated 
and dangerous currency position in many countries, in view of the 
difficulty which the war-damaged nations have in collecting taxes 
enough to meet their obligations; in view of the slowness with 
which some of them are raising production to the level of con- 
sumption ; in view of the complete uncertainty of the political 
and economic future in much of Central and Eastern Kurope— 
that in view of these things, and quite apart from possible 
political disturbances, we shall have to go through a genuine 
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crisis, as distinct from a depression; a crisis beginning in the 
field of finance, when some international obligation cannot be 
met or some international credit cannot be renewed, spreading 
to industry and giving us a bad spell of unemployment, compar- 
able with the unemployment’ of the post-war period a century 
ago, and more dangerous because of the high standard of living 
to which the people in this and some other countries is becoming 
accustomed. 

Personally, I am less apprehensive for the industries of this 
country than are many whose opinions I should ordinarily be 
disposed to prefer to my own. A demand, an effective demand, 
exists for many things that we can supply in great regions out- 
side the war area—in China, for instance, where there is said to 
be at this moment a keen demand for machinery which the 
United Kingdom is too much preoccupied with other work to 
supply. Nor do I fear that a crisis will originate here; as I am 
disposed to think that the position of our currency and taxation 
is already relatively sound. But we should be bound to feel the 
reactions of a crisis which might occur elsewhere ; to what extent 
is, however, quite impossible to foresee. 

One final comparison. An extraordinary feature of the great 
wars of a century ago was that they coincided with a steady 
growth of population, and were followed by a period of rapid 
growth. For the United Kingdom that fact is well known and 
not surprising. We lost relatively few men in war. But the 
official French figures, 27,500,000 in 1801 and 29,500,000 in 1816, 
are so remarkable that one is tempted to doubt the first enumera- 
tion. Though remarkable, the figures are, however, not impos- 
sible; and it must be recalled that the losses were spread over 
many years. British population has grown a little since 1914; 
in spite of separations of man and wife and our three-quarters 
of a million dead. A main reason has, however, been the 
suspension of emigration, which was proceeding at.a rate of over 
200,000 a year just before the war. France estimates a dead 
loss of over 3,000,000 (on 39,700,000) between 1913 and 1918 on 
her old territory. Her census is due next year. Comparatively 
early in the war the German civilian death-rate was above the 
birth-rate ; so presumably she is in much the same position as 
France. But, owing to changes of frontier and continued unrest, 
it is as yet too early to estimate the total effect of the Great War 
on population. For Western and Central Europe it must, I 
think, have produced a considerable net loss. For Russia one 
can hardly guess; but her population is so largely rural and grew 
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so amazingly fast before 1914, that it would not surprise me 
very much to learn that, with all her miseries, it had been 
maintained. 

The growth of population in Europe after 1815 coincided with 
the spread of the first industrial and agricultural revolution out- 
wards from the United Kingdom. The world was learning new 
ways to feed and clothe itself; and it continued to learn all 
through the century. I myself do not suppose that the age of 
discovery is at an end, so our troubles may be eased as time 
goes on; and although I have not the slightest wish that popula- 
tion should ever again grow so fast as it grew in Europe during 
the nineteenth century, I see no reason why a moderate rate 
of growth should not be resumed, in a few years at latest. But 
perhaps I have already committed prophecy, or half prophecy, 
more than is altogether wise for the President of this Section. 
J. H. CLAPHAM 




















THE INTERNATIONAL FINANCIAL CONFERENCE AT 
BRUSSELS 


For many months before the date for which the Brussels 
Conference was originally fixed the Secretariat of the Economic 
and Financial Section of the League of Nations was preparing 
for the event. This Secretariat, consisting very largely of 
British officials with experience of the British Civil Service, 
worked in London, with headquarters at 117 Piccadilly, and, 
without attempting to form or even to influence opinion, collected 
and edited what the correspondent of the Times plaintively 
referred to as documents with an aggregate thickness of four 
inches. 

The first of these documents to be published was the volume 
entitled Currencies after the War, which appeared in June, 1920. 
Originally intended for the first meeting of the Assembly and 
prepared when that meeting was expected to take place in Novem- 
ber, 1919, this book was ultimately used for the purposes of the 
Brussels Conference, and was circulated to the delegates who met 
in September, 1920. It had, indeed, already attracted attention 
in many parts of the world: it was very freely quoted, for 
example, in the Federal Reserve Board Bulletin; and the Fin- 
nish Government thought it worth while to publish an (un- 
authorised) “supplement and correction” dealing with the case of 
Finland more fully than the original and perhaps more 
authoritatively. 

Currencies after the War (published by Harrison and Sons) 
was an edited collection of replies furnished by financial authori- 
ties in various countries to a uniform questionnaire. “The inten- 
tion throughout,” says the Preface, “has been to present an 
objective statement of facts on which future policy must doubtless 
be based, but not in any way to criticise existing policies or to 
suggest the lines upon which future policies should be framed.” 
But the Introduction, which summarised the conclusions to be 
drawn from a study of the twenty different memoranda as a whole, 
gives a distinct foretaste of the Brussels Conference. It states, 
for example, very concisely the dilemma which was to vex the 
Conference with regard to currency and credit. “Instability of 
currency helps to deprive these countries of the possibility of 
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obtaining credit, and lack of credit prevents the stabilisation of 
the currency.” It anticipates a conclusion of the Brussels Con- 
ference when it asserts that “it would be useless to attempt to 
construct and put into operation a new currency system so long 
as the essential data are continuously and rapidly changing under 
the action of forces which would upset the equilibrium of any 
system, however perfect.- In fact, it seems evident that some- 
thing approaching currency stability must be attained before 
currency reorganisation by legislative action is attempted.” 
Fourteen other papers, prepared by or for the Secretariat of 
the League, were available to the Brussels delegates. A number 
of them contained simply information on matters of fact, 
collected from published sources and edited with a view to com- 
parison, ‘Coal Statistics” (No. VIII.), for example, and “ Public 
Finance” (No. IV.), in which a beginning was made in the 
extremely difficult task of reducing to a comparative form the 
budget figures of different countries whose fiscal practice and 
tradition vary in many different particulars. ‘Currency Statis- 
tics” (No. IIT.), though written without any preconceived cur- 
rency theories, was much more than a mere reprint of the relevant 
returns. An attempt was made to provide data for discussing the 
relation between currency and prices: index-numbers, foreign 
exchanges, and gold movements were all taken into consideration 
and the available information on all these subjects was tabulated 
for comparison in a useful, and often rather original, form. 
“International Trade” (No. V.) and “Exchange Control” 
(No. XI.) tabulated trade returns and collated the regula- 
tions which in different countries have been applied to exchange 
operations. It is a distressing fact that No. XI. was the 
thickest of all the fourteen volumes. A summary of government 
measures for the provision of Relief Credits and for the promo- 
tion of export is contained in the thinnest of all the papers, No. X. 
The Communications Section of the Supreme Economic Council 
contributed a memorandum (No. IX.) on the European 'Trans- 
port Situation; and No. I. contained reprints of the Memorial 
on International Finance and Currency submitted by economists 
and bankers to their various Governments at the beginning of 
this year, together with the reply of the British Chancellor of 
the Exchequer and the retorts of Mr. Secretary Glass. The 
Economic Declaration of the Supreme Council of March 8th, 
1920, was also reprinted (No. II.) and was frequently referred to 
by the Brussels Conference. It was the point d’appui from which 
the Conference started and to which in some cases it regretfully 
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came back, after deciding that, in default of practice, precept was 
perhaps better than nothing. 

All these compilations were published by Messrs. Harrison 
shortly before the Conference met. But the documents which 
attracted most attention were those written from a definitely 
subjective standpoint and published by the League in the same 
form as the statistical material. Mr. G. Findlay Shirras was 
invited to prepare a memorandum (No. XIV.) on the price of 
silver, and five economists drew up and signed a joint statement 
(No. XIII.) on Inflation, Exchanges, and International Credits. 
The principles of this summary statement were elaborated by each 
of the five in his own way at greater length in separate documents 
numbered XIII. (1) to XIIT. (5), which were widely read and 
freely discussed in the first weeks of September. Other “schemes 
for remedying financial difficulties,’ which had already appeared 
at different times and in different countries, were collected by the 
Secretariat of the League in their original form (No. XII.), 
among others, the scheme of M. Delacroix for an International 
Bank, the proposal of M. Hofman to establish a Régie Financtére 
under the League of Nations, and a number of different sugges- 
tions relating particularly to Austria, including that of Dr. 
Vissering for the creation of a ‘“‘gold note.” 

None of these fourteen documents attracted greater attention 
than the memoranda of Professor Cassel and Professor Pigou. 
The latter covered in fifteen terse, categorical pages the subjects 
of Credit, Currency, and Exchange. Given the existing condi- 
tions of political insecurity and currency instability, given also 
the inadequacy of the guarantees which can normally be pro- 
vided, Professor Pigou sets out to examine the different forms 
which a credit scheme might take that was devised simply as 
an emergency measure for the intervening period until economic 
order is restored. He draws up a list of priorities according to 
which any funds raised under an international guarantee should 
be applied to the different purposes of reconstruction : for con- 
sumption loans, urgency and need, and for production loans, 
probable productivity in the near future must be the leading 
criteria of selection. ‘‘ Essential food needs and needs for capital 
required to set existing capital working should in the general 
interest be satisfied before the needs for restoration and rebuilding 
of devastated areas.” The conditions on which a grant from the 
international loan should be made are then considered, and Pro- 
fessor Pigou finds it necessary to impose some rigorous restric- 
tions. In dealing with curreney, he finds the source of evil 
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in public finance; but even if and when Governments have 
ceased to finance themselves by bank loans and the progressive 
rise of prices has consequently stopped, he sees no reason to 
anticipate the restoration of anything like pre-war rates of 
exchange. The next step, he suggests, should be to select and 
maintain a centre of parity—the currency still consisting of 
inconvertible paper, and wide fluctuations still being inevitable— 
by adjusting the volume of currency to exchange movements about 
this chosen centre. 

Professor Cassel’s memorandum was in many ways the most 
comprehensive of all the documents prepared for the Conference. 
Its subject was the “Monetary Problems of the World,” and it 
proved interesting to so wide a circle of readers that when the 
time came for it to be used in Brussels the English version was 
out of print and no more copies were available. After describing 
the process of inflation, Professor Cassel went on to examine its 
effect on the value of gold, on commodity prices, and on the inter- 
national exchanges, introducing at this point, and to some extent 
restating, his well-known theory of “purchasing power parity.” 
He explained how, in his view, the exchanges come to deviate 
from purchasing power parity, and the effects of such deviations 
on international trade. His arguments met with less criticism 
when he went on to examine the means of stabilising the value 
of different currencies and the part played in this connection by 
government finance. Finally he faced fairly and squarely the 
problems of deflation, of the resumption of gold payments, and 
of international loans for reconstruction purposes. 

The lucidity of his exposition and the clear-cut outline of his 
opinions made Professor Cassel’s memorandum intelligible and 
interesting even to those who had no expert or technical know- 
ledge of the subject. On many current problems he expressed 
himself forcibly and without compromise or ambiguity. He com- 
plained that recent developments in methods of taxation have 
seriously aggravated the economic situation by placing the burden 
more and more upon savings. He pronounced himself whole- 
heartedly in favour of the dear money policy. “In all countries 
the rates of discount of the central banks have been kept far 
beneath the heights which would have corresponded to the extra- 
ordinary scarcity of capital. . . . Such a policy always means a 
falsification of the money market ” and, combined with the 
artificial creation of purchasing power, constitutes the process of 
inflation. 

In regard to exchanges and prices, Professor Cassel pricked 
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a number of bubbles. “There is no reason to believe that 
exchanges will ever be restored, generally, to their old parities. 
. . . In a country where the depreciation of the monetary stan- 
dard has not gone much further than the depreciation of gold 
[in relation to commodities], it will seem very desirable to uphold 


the old parity with gold. . . . A deflation within such reasonable 
limits is, ¢.g., doubtless possible in England . . . but even this 


moderate aim cannot be attained without a deliberate policy . 
ready to apply the right measures and to face the sacrifices which 


they involve. . . . Every country should decide . . . what in- 
ternal value it is going to give to its money, what amount of 
deflation it thinks proper and possible to attain . . . and the 


policy thus determined should be made public. Internally, this 
would make an end of all talk of a restoration of the pre-war level 
of prices.” But, on the other hand, “it is now clearly in the 
interest of all countries endeavouring to stabilise their dollar 
exchange that the United States should not enter upon any mone- 
tary policy effectively raising the internal value of the dollar. . . . 
It seems . . . to be a common interest for the world to prevent 
gold from rising again in value. . . . To avoid this, it is necessary 
that all countries should abstain from measures for reintroducing 
an actual gold circulation.” A consideration of the results which 
would follow any attempt to restore the old gold parity of English 
money by throwing a sufficient amount of gold on to the world’s 
market ‘shows most clearly the futility of the usual policy of 
preparing a restoration of the gold standard by trying to acquire 
as much gold as possible.” 

The last section, on International Loans, is perhaps the most 
caustic of all. ‘A supply of capital from abroad . . . has to be 
provided by current production. The lending countries must have 
a surplus of production over their consumption and their own 
needs of fresh capital. Out of such available savings, produced 
day by day, loans for reconstructive work can be made, but from 
no other sources. . . . Now, if international loans can only be 
made out of real daily savings, we shall obviously have to abandon 
altogether the fantastic ideas of huge world loans, sufficient to 
make up at once for all damage caused by the war. We must 
accustom ourselves to look upon an ‘international loan’ as merely 
a form of financing an export surplus from the lending world to 
the borrowing. . . . Big loans to distressed countries necessarily 
involve that the lending country should sacrifice plans for develop- 
ment [at home]. . . . A natural expression for the higher import- 
ance of the borrower’s needs is that a higher rate of interest is 
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offered. . . .” The memorandum ends by driving one more nail 
into the coffin of all schemes for discounting the indemnity. 
“There would perhaps be something to say for such a plan if 
full guarantees were given for the free economic development 


of the country responsible for the indemnity. . . . As a matter 
of fact, however, the prospects of a solution of the question on 
such lines are practically none. . . . The name of a firm which 


is admittedly crushed and ruined does not generally add much 
to the security of a bill.” 

No Conference was ever so well provided with documents as 
this one. A perfect bombardment of papers was directed from the 
Palais des Académies where the Secretariat was housed. The 
“official journal” of the Conference and the “verbatim reports” 
of the plenary sessions have now been published by the League of 
Nations. The Conference also had its own economic news-sheet, 
called the Conference Forum or the Tribune Libre, which was 
open to delegates and journalists, and provided a stage for those 
who, sometimes to their disappointment, had not been cast for the 
play. This daily sheet made its début with an anonymous reply 
to the contentions of the British delegation in favour of dear 
money—a question on which it soon appeared that Continental 
opinion and tradition were sharply divided from the British and 
Swedish school ; that dangerous precedent was not followed, and 
in subsequent issues anonymity was abolished as being inconsistent 
with sincere co-operation. The Conference was peculiarly sensitive 
to public opinion. Financiers and economists might have been 
expected to be comparatively indifferent to their own reflections m 
the distorting mirror of the public press. But in this case they were 
at least as interested as politicians might have been, and a 
summary of Press opinions was published daily, first on a special 
sheet and subsequently in the pages of the Conference Forum. 

The material before the Conference on which to base its judg- 
ment was therefore ample. Not only the fourteen preparatory 
documents, the financial statements of the different nations, and 
the current comments of public opinion, but the introductory 
speeches of the four vice-presidents who initiated the general 
debates, and more often than not the speeches of individual dele- 
gates, were circulated to every member. If the physicians failed 
to diagnose the disease, it was certainly not to be for lack of 
symptoms or of expert evidence. 

A despairing world will clutch again and again at the most 
unsubstantial straws; and it is perhaps not to be wondered at 
that many expectations of what the Brussels Conference was 
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destined to achieve were wildly exaggerated and necessarily 
doomed to disappointment. A Spanish journal had said that the 
Conference “‘ promises to be of the greatest importance on account 
of the practical suggestions which will be made there to bring 
about a general decline in prices.” A great Swiss bank spoke of 
the necessity of “finding a means of stabilising exchange ” and of 
“arriving at a definite settlement of the question of indemnities ” 
(which had been deliberately ruled out of the Agenda altogether). 
The German Press apparently dreamed that “‘a great external loan 
to provide Germany with foodstuffs and raw materials” would be 
considered. But these expectations were never shared by respon- 
sible opinion in England. Sir George Paish apparently thought it 
just possible that the Conference would “succeed in drafting a 
workable plan for overcoming the economic and financial difficulties 
which the war has left behind” ; but the general opinion was a little 
less hopeful. The monthly circular of the Bank of Liverpool and 
Martins correctly interpreted British anticipations when it recog- 
nised the “formidable difficulties that face the Conference if it 
tries to suggest any practical scheme of amelioration.” The 
Economist hoped and believed that this “conference of highly 
distinguished gentlemen” would “produce some very beneficial 
results, though perhaps rather on the negative side” ; and it then 
proceeded to sketch a modest programme, the greater part of 
which was, in fact, carried through in the event. It was notice- 
able that the Conference had no immediate effect upon the foreign 
exchanges; most international gatherings of any importance in 
the previous eighteen months had been accompanied by fluctua- 
tions in exchange-rates which were, rightly or wrongly, attributed 
to their influence. On this occasion nothing happened at all; 
and this was perhaps legitimately to be interpreted as an indica- 
tion of the rather sceptical attitude of the financial public. 

The organisation of the Conference was not elaborate. If 
there was any overcrowding, it was rather in the delegations than 
in the Secretariat. Apart from the staff necessary for the more 
or less mechanical work of translating, filing, duplicating, and 
recording, there were scarcely a dozen officials to do the secretarial 
work and the organisation. Many delegations, on the other hand, 
brought their own secretaries and advisers, with the result that 
the more constructive work of drafting and of distributing the 
emphasis of attention and discussion was very much decentralised. 
It rested, even more than usually, in the hands of individuals. 
Whether by accident or design, the influence of the League was 
not in any way a restricting influence, and the policy of giving 
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the Conference plenty of rein was completely justified in the 
event. Those who had become accustomed to over-organisation on 
these occasions were sometimes apt to mistake this more liberal 
policy for disorganisation. But it is to be hoped that the experi- 
ence of Brussels will encourage the central organisation of the 
League, without by any means abdicating its authority, to efface 
itself again in similar conditions; and it is perhaps legitimate to 
claim that the organisation of the Brussels Conference was a 
success for British methods. A French journalist complained that 
in the Palais des Académies one must speak English in order to 
be understood ! 

When the Conference met for the first time in the Chamber of 
Deputies on the afternoon of Friday, September 24th, thirty-nine 
nations were represented, each by two or three delegates. Very 
few of the representatives were either politicians or diplomatists, 
but fewer still were representatives of Labour; many were 
men with practical experience of business, unaccustomed to 
speaking to a large assembly from a rostrum. The official 
languages of the Conference were French and English; and 
a determined attempt was made to add Spanish to the number. 
If this attempt had been successful, the proceedings of the Con- 
ference, already awkward and difficult, would have broken down 
completely. 

It was originally intended that the first ten days shoyld be 
devoted entirely to hearing the financial statements of the different 
countries. For the first morning sitting Denmark, Holland, 
Norway, Spain, Sweden, and Switzerland were on the programme. 
A delegate from each country was required to ascend the 
“tribune” and to read, in French or English, to the assembled 
Conference, a statement which had, as a rule, already been cir- 
culated to the delegates, and presumably read by them, in advance. 
Not unnaturally, this proved intolerably tedious; especially as 
the platform voices of bankers and financiers are usually untrained, 
and their command of French or English, even if it were always 
perfect, would still fail to make them intelligible to a fair proportion 
of such a thoroughly international audience. Consequently, when 
the first few doses of financial statements in plenary session had 
been administered, a movement was set on foot to cut short this 
part of the programme at once, to have the relevant papers simply 
“laid on the table” and distributed, and to proceed to the debate 
of the four main questions before the Conference—Public Finance, 
International Trade, Currency and Exchange, and Credits. 

This movement encountered a surprising amount of resistance. 
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Many of the smaller nations were determined at any cost to make 
their exposé before the whole Conference orally. From motives 
that are easily intelligible, they were in favour, from first to last, 
of binding down discussion to the particular instead of allowing 
it to float away into the general. In the event they carried their 
point. No restriction was placed upon the recitation of financial 
statements, though delegates were encouraged to circulate a docu- 
ment and to confine themselves in their speeches to elucidation 
or elaboration of the printed text. In fact, however, they pre- 
ferred, very often, simply to read aloud what the delegates had 
before them in print, and scarcely more than half a dozen speeches 
were made ex tempore throughout the Conference. 

Some concession, nevertheless, was made to those who wished 
to see the public debates on the four great topics initiated as soon 
as possible, and to hasten the time when the Conference resolved 
itself into Committees. After the first week-end these debates 
went on concurrently with the financial exposés. On Monday, 
September 27th (that is, on the third working day of the Con- 
ference), Mr. Brand introduced the subject of Public Finance ; 
and it was arranged that by the end of the week all the Com- 
mittees of the Conference would have been constituted and would 
have set to work. 

As it turned out, this procedure suited the Conference uncom- 
monly well. Those who were in such a hurry to “get to business ” 
realised later that the actual business of the Conference was not, 
and could not be, momentously important; and even if it had 
been possible to devise some great practical scheme or to discover 
some effective cure for the economic evils of our time, it was not 
by brusquing matters in the first few days that this object could 
be achieved. The Conference required the first week to itself 
in order that it might have the opportunity to find its feet; and 
the work of the second week was all the more smooth and success- 
ful because of that apparent fecklessness that made journalists 
talk of “wasting time.” Before the Conference was half over 
practically all the chief Press correspondents—with two outstand- 
ing exceptions—had gone away in scarcely veiled disgust and left 
subordinates to report the tiresome proceedings. The Press as 
a whole failed to see more than the mere surface of things and 
missed the significance of events almost altogether. 

Of course, very few people listened to any large proportion of 
the “financial statements.” But during the period in which 
those statements were being made, the whole tone and prospects 
of the Conference were changed. The President, M. Ador, spoke 
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later of the corporate personality which the Conference, in the 
course of its labours, had evolved ; he did not add, what everyone 
who heard him understood very well, that when the Conference 
first met, nothing seemed more unlikely than that such a hetero- 
geneous assembly could, in so short a space, be fused together 
into one conglomerate whole. Yet the impression of all those 
who were present was that the success of the Conference lay pre- 
cisely in this, that, having started with doubts and suspicions and 
insincerities, it ended in a genuine spirit of harmony and co- 
operation which even those who had been most cynical and least 
straightforward were prepared to acknowledge and respect. The 
happy accident which permitted the Conference to “waste its 
time ” for ten days, instead of plunging headlong into Committee 
work, was the chief cause of its succeeding as an experiment in 
international co-operation instead of failing in the impossible réle 
of deus ex machiné which had been assigned to it. 

It is easier to imagine than to describe the precise means by 
which this great change was effected. The courtesy of the Bel- 
gian Government in placing the Chamber of Deputies at the 
disposal of the Conference had a good deal to do with it. For the 
lobbies and the long reading-room, the library, the tea-room and 
smoking-room were ideal places for appearing to “waste time” 
while really “getting to business” far more usefully than if the 
enthusiasts who interpreted too literally the functions of the 
Conference had had their way. After all, a hundred people had 
to get to know one another; they lived at fifteen or twenty 
different addresses, in legations, hotels, or private houses all over 
the town, some at the bottom and some at the top of the hill 
on which Brussels is built. But they got together assiduously, 
dined conscientiously in parties of four and five and six, turned 
to good use the midday intervals in order to eat corrosive 
luncheons and struggle manfully with the international patois of 
French and English ; in fact, at the end of ten days, with nothing 
whatever to show on paper, they had none the less assured the 
success of the Brussels Conference. And in this account we have 
passed over in discreet silence those more serious and delicate 
interviews where individuals were understood to represent their 
Governments and things were said which were not to be repeated, 
but which never could have been said at all unless the nations of 
the world had been gathered together under the auspices of the 
League to talk business. In retrospect, even the insufferable, but 
no doubt necessary, system of interpretation, which, as a year 
before in Paris, dragged out the proceedings to a hideous length, 
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may seem almost to have been a blessing in disguise. It meant 
that for at least half the time the most industrious delegate might 
fairly consider himself free. 

In the course of the first ten days the four Committees were 
constituted in accordance with the compromise programme. But 
the moment of constitution of a Committee did not by any means 
actually mark the beginning of its labours. During. the first few 
days the delegates were sorting themselves out, and it was soon 
quite well understood who would be the leading figures in the 
different topics. Naturally, then, those who were interested in 
the same question got together and compared ideas, even to some 
extent formulated conclusions, in anticipation of the official 
raising of the curtain. It is necessary to insist upon this point 
in order to dispel the illusion that the decisions of the Brussels 
Conference were the result of a few hours, or of a few days, of 
hectic work in which rush tactics succeeded in foisting on to the 
Conference a whole series of conclusions and proposals which the 
delegates had no leisure to consider. 

None the less, it is true that time was very short; and the 
only known method of expediting work on such an occasion is 
to reduce the number of participants. The Committees were 
therefore formed originally with something like thirty members 
apiece ; but these unmanageable bodies were immediately reduced 
at the first meeting of each Grand Committee by the appointment 
of a Drafting Committee, to which the actual work of preparing 
the report was entirely delegated. Not unnaturally, perhaps, the 
group of countries represented on the Drafting Committees was 
in each case very much the same. In fact, on the four Drafting 
Committees, consisting together of forty-four members, eight 
countries had twenty-nine representatives. "A delegate from one 
of the new States asked, rather wistfully, at the first meeting of 
the Currency and Exchange Committee whether there might not 
be some advantage in appointing to the Drafting Committee some 
representatives of the countries whose position was most 
precarious. 

But even these Drafting Committees were, in some cases, not 
sufficiently compact if the report was to be ready in time. 
In the case of the Credits Committee, for example, four members 
were nominated by the Drafting Committee to give shape to the 
opinions which had emerged in discussion; and the report as 
eventually adopted was drawn up by these four members, none 
of whom was the “father” of any particular credits scheme. That 
draft stands, with only verbal modifications, in the final report 
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of the Conference, having passed practically unscathed within 
forty-eight hours through the Drafting Committee, the Grand 
Committee, and the Conference itself. In no case did the Plenary 
Conference make any change whatever in the reports submitted 
to it by the four Committees. They were all ‘unanimously 
agreed.” 

The tactics of this Committee work might seem perhaps a 
little high-handed if they had not been inevitable. The function 
of the Conference as a whole, after all, was to agree ; and if they 
succeeded in agreeing at all, in private as well as in public, they 
fulfilled their purpose. As has been shown already, they did in 
the end agree fundamentally, and the fact that their unanimity 
on the terms of the report was a little artificial does not alter 
the importance and the value of their agreement in less specific 
and obvious ways, which was spontaneous and genuine. If the 
reports are examined carefully, they will be found to contain, 
among a number of generalities which anyone could accept, a few 
unqualified decisions on questions which, besides being difficult 
and controversial, are also of great practical importance. The 
Conference did not always sit on the fence. 

The report of the Committee on Public Finance could scarcely 
be very exciting ; it could never, in the nature of the case, descend 
to particulars. But it contrived, indirectly and by allusion, to 
level some telling criticisms against current fiscal methods. 
“Nearly every Government is being pressed to incur fresh expen- 
diture, largely on palliatives which aggravate the very evils 
against which they are directed ” ; and those palliatives are defined 
later, by implication, as “the execution of social reforms which 
the world demands,” but which are inopportune and ineffective 
so long as budgets do not balance. The first social reform must 
be a financial reform (§ 3) and involves the abandonment of all 
unproductive extraordinary expenditure. ‘On an average, 20 per 
cent. of the national expenditure is still being devoted to the 
maintenance of armaments and the preparations for war... . 
The world cannot afford this expenditure.” And in order to 
make the world realise that it cannot afford armaments, Govern- 
ments should abandon “all uneconomical and artificial measures 
which conceal from the people the true economic situation. Such 
measures include the artificial cheapening of foodstuffs and the 
maintenance of rates and charges for Government services on a 
basis which is insufficient to cover the cost of the services given, 
including annual charges on capital account.” Progress in these 
and other directions should be made public, and complete figures 
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should be furnished to the League of Nations for a six-monthly 
publication, showing in comparative form the extent of the efforts 
really being made in different countries. “A country which does 
not contrive to attain the execution of these principles is doomed 
beyond hope of recovery.” There is not much hesitation or 
meiosis about these pronouncements. 

The Currency and Exchange Committee submitted a reasoned 
report, leading step by step to sixteen somewhat Utopian recom- 
mendations. But here, again, it is not difficult to sift the definite 
and practical conclusions from the remainder. ‘ Banks, and especi- 
ally banks of issue, should be freed from political pressure.” So 
far from being behind the times, the Conference may well prove 
to have been ahead of them in laying down this principle. The 
extent to which the control of monetary policy has shifted, for 
example, from the Bank of England to the Treasury, and the 
consequences of this war-time development that, like so many 
others, survives in peace, are not yet very generally appre- 
ciated. The Chancellor of the Exchequer is a member of the 
Cabinet, and he cannot always be swayed exclusively by those 
considerations of sound finance which, according to the Brussels 
Conference, and almost everyone else, ought to be decisive 
in determining the use of the ordinary financial controls. ‘In 
normal times the natural and most effective regulator of the 
volume and distribution of credit is the rate of interest; . . . we 
see no reason why the Government should be less subject to the 
normal measure for restricting credit than the individual mem- 
bers of the community. . . . When the Banks of Issue are able 
successfully to perform their normal functions rates will find their 
own proper level.” 

Passing from inflation and its remedies, the Committee then 
deals with the allied subject of exchange. “Exchange control is 
futile and mischievous”; this downright statement has already 
borne fruit if, as is very possible, it had something to do with 
the removal of exchange control in Finland soon after the Con- 
ference dispersed. “We believe that neither an international 
currency nor an international unit of account would serve any 
useful purpose.” With this one thrust the air was cleared of a 
number of bubbles that had not, until now, effectively been 
pricked. ‘‘We cannot recommend any attempt to stabilise the 
value of gold,” and “it is useless to attempt to fix the ratio of 
existing fiduciary currencies to their nominal gold value.” This 
latter assertion, taken in conjunction with the conclusion (§ 8) 
that “it is highly desirable that countries which have lapsed from 
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an effective gold standard should return thereto,” has been inter- 
preted as a recommendation in favour of deflation and against 
devaluation. There is little in the actual terms of the report to 
warrant this interpretation. The reason given for not attempt- 
ing at present to ascribe a fixed gold value to depreciated curren- 
cies is that it would be impossible to maintain any fixed ratio 
until economic conditions have been stabilised. Once having 
arrived at comparative stability by putting an end to inflation, 
a country with a depreciated currency would have the choice of 
devaluating or deflating, as is implied in § 10, which begins with 
the words “deflation, if and when undertaken, must be carried 
out gradually.” It is true that the preceding paragraph states 
that if economic conditions were sufficiently favourable to admit 
of a fixed ratio with gold, the fixing of such a ratio would be 
unnecessary. But the Committee probably meant no more than 
that stability would imply a fixed ratio and that whether this 
ratio were adopted and admitted or not would make very little 
difference. Each country would still be free to attempt to return 
to the pre-war standard or to accept the new ratio at which it 
had proved possible to arrest depreciation. 

The text ef this report has been published in pamphlet form 
by the Times. 

The Committee on Trade was a failure. It had not the 
courage to face the facts or to acknowledge the conflicting 
interests involved. It merely produced six impeccable resolutions, 
the third of which reaffirms, though in very guarded language, 
the objections which had already been expressed in the economic 
manifesto of the Supreme Council against artificial trade barriers 
and price discrimination. However much the language of the 
resolution was adapted to the susceptibilities of those concerned, 
it was, of course, an easily recognisable allusion, in both cases, to 
the parochial outlook and mischievous policy of the new States 
of Central Kurope towards one another. It may also seem to 
contain an allusion to ourselves. 

The Federation of Swedish Industries has recently taken one 
step further the question of price differentiation by petitioning 
the Swedish Government to try and obtain general recognition, 
through the League of Nations, of the principle advocated at the 
Brussels Conference. (The Times, October 30th.) 

The Credits Committee presented a long report which falls 
naturally into three divisions. The first consists of a series of 
general resolutions in the approved style, covering much the same 
ground as the other reports, and insisting on the importance of 
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restoring peace and order, regulating public finance, purging 
currencies, and so on. The last of the three parts consists 
of one section welcoming the new spirit of co-operation under 
the League. The rest of the report (§§ 8 to 12 and the 
Annex) enumerates the different concrete proposals that have been 
made and details one of them—the credit scheme of Mr. Ter 
Meulen, the well-known Dutch banker. It is an amusing exercise 
in textual criticism to disentangle from internal evidence the 
parts of this report which were originally drafted in French from 
those which appear obviously in the original English. The 
results lead one to think that the British contribution was satis- 
factorily important. 

The international credits scheme of Mr. Ter Meulen has been 
welcomed as the one “practical” result of the Conference. The 
opinion is disputable, but at any rate the scheme deserves to be 
considered in some detail. It had existed in embryo long before 
the Conference met, and it is no secret that Mr. Ter Meulen 
came to Brussels with some twenty-five or thirty type-written 
sheets in his pocket, representing the result of his prolonged 
and careful work. In fact, before the Credits Committee was in 
existence, this scheme had been reduced to a manageable sum- 
mary of six pages, and was ready for distribution. Finally, at 
the first meeting of the Drafting Committee on Credits, it was 
circulated substantially in the form in which it appears in Annex J. 
of the Committee’s report. In its final shape it has been printed 
in full in the Economist for October 23rd, and in the “ Report of 
the Conference,” published at a shilling by the League of Nations. 
It is a little unfortunate that it should have been given to the 
world in this stark form, drawn up in thirty-six categorical clauses 
like a protocol, without a word of explanation. It has been 
exposed in this way to criticisms which had, as a matter of fact, 
been considered and answered in advance, and many of the 
objections to it which have since been made were not by any 
means due to faulty preparation, but had been fully weighed and 
realised before the proposal was ever put into shape. With the 
permission of Mr. Ter Meulen, the original document in which 
he approached the problem from every side has been made the 
basis of the following exposition. 

The scope of the scheme is deliberately narrow. The question 
of discounting indemnities or stabilising the exchanges is pur- 
posely set aside, because it only serves to introduce additional 
complications. Other credit schemes have been more ambitious 
and grandiose, but only at the cost of being impracticable. Simi- 
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larly, the intention is to interfere as little as possible with the 
existing mechanism of trade. Nor does the scheme involve for 
borrowing countries the immobilisation all at once of a large part 
of the security which they have to offer. At the same time, 
lending countries are not required to find large sums of money 
at short notice, nor to place at the disposal of borrowing Govern- 
ments a fund which, in the exhilaration of sudden affluence, those 
Governments might misuse. These appeared to be the pre- 
requisites of any useful and practicable scheme; but at the same 
time they have the effect of restricting its scope within com- 
paratively narrow limits. 

, The primary purpose of the scheme is to provide guarantees 
which will inspire exporters with such confidence in the prospects 
of ultimate repayment that they will initiate trade on credit with 
the distressed countries through the ordinary channels and in 
the normal way. The exporter is not to be relieved of risk to 
such an extent that it becomes a matter of indifference to him 
with whom or on what terms he trades; on the contrary, the 
necessity of his satisfying himself as to the status of his pur- 
chaser will be precisely as great as it is now. But it should prove 
possible by means of guarantees to restore confidence to this 
extent at any rate, that in some cases and on certain terms an 
exporter would be willing to give credit, instead of being inclined, 
as he often is now, to regard fully one-half of Europe as being 
inevitably beyond the pale of commercial intercourse on pre-war 
terms. 

It is no use blinking the fact that “satisfactory guarantees” 
means in these days and in these cases “specified revenues” 
ear-marked, and indeed appropriated, to this particular use. They 
must be “specified” because the mere bond of a necessitous 
Government, or even a kind of consolidated fund charge upon 
their Budget, would not seem satisfactory; and they must be 
“revenues ” because exporters are not likely to accept as guarantee 
a mortgage, say, on the factory of the importer or the title-deeds 
of a syndicate of millowners. At the very outset, therefore, the 
conflict between dignity and financial necessity emerges as a 
source of difficulty. New countries will not readily sacrifice even 
the appearance of their hard-won freedom ; others will not afford 
so far to demean themselves as to surrender the control of a 
portion of their revenues. Since the pride of nations is apt to 
vary with their poverty, a chorus of protest immediately arises 
among the very people whom it is intended to benefit. ‘This 
is simply the application of the Turkish system to Western 
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Europe ; there is scarcely another parallel than the case of Chinese 
customs.” Nor are these protests overcome when it is pointed 
out that in a dozen different cases or more the principle has been 
accepted long ago and has worked with perfect smoothness ; or 
that if the surrender of specified assets were always a mark of 
financial decay we should not expect to find the system in Egypt, 
one of the richest countries in the world. 

The Committee on Credits was alive to these objections ; 
indeed, it was compelled to listen to a very forcible presentation 
of them. But, being composed of financiers and not of polli- 
ticilans, it was more impressed with the necessity than with the 
difficulty of providing adequate safeguards. The scheme adopted 
consequently provides for the creation of an International Com- 
mission which will normally control and administer the assets 
which Governments are prepared to pledge for the sake of ob- 
taining imports on credit for themselves or for their nationals. 
But the greatest care was taken to leave the initiative entirely 
with the Governments concerned. The international organisation 
will be ‘“‘placed at the disposal of” borrowers. A Government 
which wishes to participate will approach the Commission and 
simply specify the security which it is prepared to pledge. The 
Commission will then examine the security and name the gold 
value of the credits that it would be good business to open against 
these guarantees. The Government must now judge for itself 
whether the game is worth the candle, and in the event of accept- 
ance it will forthwith prepare bonds with a currency of five or 
ten or possibly fifteen years and bearing a rate of interest which 
would be determined in agreement with the Commission. The 
principal and interest of the bonds would have to be payable 
in the currency selected in each case by the exporter, and 
as this currency would vary according to the particular trans- 
action in respect of which the bonds were ultimately issued, it 
would have to be left indeterminate at the time of their prepara- 
tion. Having prepared the bonds, the Government concerned 
would be in a position to lend them to its nationals, and would 
usually require from the individual importer some kind of security 
—perhaps a mortgage—against the loan of the bonds. The 
importer who borrows the bonds in this way from his Government, 
in order to use them as collateral, is left entirely free to fix up 
with the exporter with whom he is dealing the terms of the credit 
which he requires; and those terms need not correspond, either 
as to the rate of interest or as to the period of the credit, with the 
rate or the maturity of the bonds themselves. But before the 
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bonds can be issued and lent by the Government to the individual 
importer, they must be countersigned by the International Com- 
mission, as evidence that the particular transaction in respect of 
which they are issued has been approved by that authority. The 
Commission must have absolutely unfettered judgment as to the 
necessity of each particular import and as to the propriety of the 
term for which the credit is to be granted. There is nothing to 
prevent the issuing Government from importing on its own 
account under the scheme, subject to the same conditions. 

When the bonds have been issued they are sent by the 
importer as collateral to the exporter, and if the terms of the 
credit arranged between them are faithfully observed the coupons 
are returned at their due date, and the bonds themselves on the 
final repayment of the credit, to the importer, who in his turn 
returns them to his Government against release of any security 
that he may have given. The bonds are then cancelled; and 
other bonds to an equivalent amount, if necessary in terms of a 
different currency, cap then be issued for any new transaction 
that may be approved by the International Commission. 

These are the broad outlines of the scheme; but the details 
of its practical application had also been thought out with great 
care by Mr. Ter Meulen. The scheme itself, there can 
be no doubt, will stand or fall by its broad, essential prin- 
ciples. If these can be accepted and applied, the details of 
the operation of the sinking fund, the legal difficulties which 
attend the repledging of the bonds by the importer, and all such 
minor questions, however complicated and thorny they may be, 
must in the end be susceptible of adjustment. It would be a 
mistake at this stage to divert attention and discussion from the 
main principles, and no more need be attempted here than to 
enumerate some of the many practical and technical considerations 
which have already received attention. 

In the event of everything going well, that is, if the importer 
lives up to the terms of his credit with the exporter, no difficulty 
arises. Kverything goes on just as it goes on now, except that 
the collateral which by this scheme the importer is enabled to 
offer should stimulate trade by inspiring intending exporters with 
the confidence that they will eventually be paid in full. No 
provision for the payment of coupons or for the redemption of 
bonds is therefore required except in case of some default. In 
the event of default by the importer, the exporter is required first 
to offer the collateral to the issuing Government against payment 
of the whole sum due to him. Only in the event of this offer 
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being refused would any of the bonds come on to the market, and 
even then the exporter might prefer, instead of selling the bonds, 
to hold them until maturity. The need to sell bonds should be so 
exceptional that Mr. Ter Meulen anticipates that collateral which 
is sold out would, as a rule, be redeemed by drawings within six 
months, out-of the surplus yield of the revenues pledged for the 
bonds, over and above what is required for the payment of coupons 
and the provision of a sinking fund. 

This sinking fund need not be more than sufficient to provide 
for the redemption at maturity of about 10 per cent. of the bonds 
at any time issued. For even in the event of importers defaulting 
in such large numbers that their Government was not in a 
position to redeem at maturity all the bonds outstanding, the 
assigned revenues, which would be released at the end of the 
period of operation of this scheme, could serve as collateral for a 
loan to be raised by the Government concerned, and the proceeds 
of that loan could be used for taking up the balance of the 
outstanding bonds. 

Two very complicated and difficult questions arise at this point. 
It will be necessary to determine the proportions in which the 
funds required for the endowment of the sinking fund are to be 
distributed between the various exporting countries by the Inter- 
national Commission; and since the proper proportions will be 
continually changing, the Commission will necessarily operate 
on a large scale in the exchange market. Secondly, the assigned 
revenues may result in the transfer to the Commission of larger 
sums than are actually needed for coupon payments, for sinking 
fund, and for the redemption of such collateral as may be sold out. 
It would be reasonable and fair that the excess should be restored 
to the Government concerned, for the redemption of debt; but 
the uncertainty, until the very end of the period of the scheme, 
as to the total amount of credit risks that may have to be covered 
—as to the extent, in other words, to which the amounts sanc- 
tioned will eventually be made available—makes it difficult, if 
not impossible, to release any portion of the assigned assets 
periodically. In fact, it does seem that the security immobilised 
as a guarantee for credits will in practice be unnecessarily and 
inconveniently liberal in proportion to the credits actually granted. 

Any credit scheme is, perhaps, to some extent inflationist, but 
objections to Mr. Ter Meulen’s proposal on this score are not 
very well founded. For the scheme involves only so much 
inflation as is required by any commercial credit transaction, and 
the most elaborate safeguards are provided for ensuring that the 
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term of the credit shall in each case be appropriate to the trans- 
action, and that the most profitable and self-liquidating transac- 
tions should have preference. ‘‘Kssential” imports are selected 
by the International Commission, and the majority of credits sanc- 
tioned may be expected to be short-term credits. Only in the 
event of a very necessitous Government requiring to import food- 
stuffs for immediate consumption or railway and other material 
for capital development need the credits be extended over a 
period of years. 

The exchange difficulty arises again on account of the fact 
that the International Commission will fix the amount of credits 
to be sanctioned in terms of gold, whereas the bonds will be made 
out in terms of currencies which in many cases have lost their gold 
moorings. Mr. Ter Meulen answers this objection by stipulating 
that the Commission, when fixing the total gold value of the 
credits to be accorded to a country must leave a large margin 
between this gold value and the value of the guarantees tendered, 
thus safeguarding the bonds against a possible improvement in 
the value of the currency of the lender in relation to gold. 

Enough has perhaps been said to show that Mr. Ter Meulen’s 
scheme has been worked out in far greater detail than would 
appear from any of the published statements of it. Most of the 
practical difficulties—many others, indeed, besides those men- 
tioned here—have, in fact, been envisaged, and a suggested solu- 
tion is ready if the principles of the scheme should gain 
acceptance. But here again, c’est le premier pas qui cotte, and 
the first step is to be taken by the Council of the League of 
Nations, who have been invited to accept the principles and 
proceed forthwith to ‘nominate a Committee of financiers and 
business men for the purpose of defining the measures necessary 
to give practical effect to this proposal.” Before practical effect 
can be given to the scheme it will be necessary to arrive at some 
decision as to the validity of the fundamental objections which 
are made against it—and, indeed, against any other scheme of 
this type. The chief of these objections appear to be as follows :— 

In the first place, it may be said, the chief limiting factor on 
the present credit situation in Europe is the scarcity of capital in 
relation to the need for credit. This involves a dilemma which 
no amount of ingenious drafting will get round; either credit 
must be rather restricted than extended, or there must be 
further inflation, and the chief lending countries are deter- 
mined to inflate no further. All that a credit scheme can there- 
fore do is to divert a part of the inadequate supply of credit from 
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existing channels; and if this is what is intended, it is necessary 
first of all to realise that the scope of any credit scheme is thereby 
very rigorously restricted, and in the second place to prove that 
the credit scheme can justify itself by evidence that the new uses 
which it is proposed to make of such credit facilities as exist are 
more profitable and desirable than the uses to which marginal 
credit is at present being put. 

Secondly, it is urged that if the scheme is devised only for 
the smaller and more indigent countries, if it has nothing to 
offer to Belgium and Italy, and possibly even Poland, it may be 
good so far as it goes, but it necessarily misses the mark. For the 
problem of, say, Lithuania is not a problem that can be treated 
in isolation ; it is the problem of Russia and Germany and Poland 
and of all those greater neighbours who are in equal need of 
treatment. To foster trade with Latvia when the great States 
of Western and Eastern Europe are left in their present economic 
condition, is like carefully tending and cultivating a little garden 
in the middle of the desert. 

Finally, it is said that what traders are afraid of is not the 
default of an individual or even the present poverty of a country, 
but the danger of a real economic or political catastrophe. The 
fear of war, anarchy, repudiation, or a complete breakdown of 
the economic system is the real deterrent, and no security that 
the countries concerned can possibly provide is beyond the reach 
of these calamities. 

These fundamental economic objections are backed by others 
that have to do with the politics and the psychology: of nations. 
lt is not intended to answer them here except by saying that Mr. 
Ter Meulen’s scheme is not ambitious because it sets out to be, 
above all things, practicable ; it suggests no panacea, but it sug- 
gests a first step, a beginning, if you like a palliative, in the hope 
that if this or that small country were content to try the scheme, 
the results would encourage others to do the same, and in course 
of time we should see a progressive improvement in the economic 
conditions of those parts of Europe which are to all intents and 
purposes for the time being out of action. 

Various other proposals were laid before the Credits Committee 
and were accepted as suggestions which it would be worth 
exploring further. Mr. Wallenberg was impressed by the success 
which had attended a scheme by which, during the war, a special 
insurance corporation, financed by the Swedish Government and 
run for the account of the State, but managed entirely by business 
men, had maintained maritime trade at a time when Swedish 
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shipping was threatened with immobilisation on account of the 
difficulty of covering war risks to vessels and cargoes. He believed 
that individual traders are now often inclined to exaggerate the 
risks attendant upon credit transactions with the Continent of 
Europe, and he therefore proposed the foundation of a corpora 
tion in London for the insurance of international credit risks. 
This suggestion was intended to supplement, and not to supersede, 
the proposal of Mr. Ter Meulen. It is now being further dis- 
cussed by those who have a practical knowledge of insurance. 
A further supplementary suggestion was made with the inten- 
tion of adapting the Ter Meulen scheme to the needs of distant 
countries, such as America, China, India, and Japan. The only 
bond, it was urged, which will be of real use in such cases is @ 
bond which will be accepted at about its face value by banks as 
collateral, and which can be realised on international markets. 
Therefore, instead of being sent to the exporter, the Ter Meulen 
bonds should be delivered to the Central Commission, who would 
retain them as collateral and issue in their place a bond of their 
own secured on a guarantee fund subscribed to by all buying 
and selling nations, or other bodies, who wished to participate in 
the scheme. This proposal, made by Sir Marshall Reid, appeared 
in effect to introduce into the Ter Meulen scheme the principles 
of the plan elaborated by M. Delacroix and printed in the 
collection of “Solutions Proposed” (No. XII. of the series of 
League of Nations publications prepared in anticipation of the 
Conference). Several other suggestions were submitted in writing 
to the Committee on Credits, and it is perhaps regrettable that a 
more complete selection of the documents laid before the Con- 
ference should not have been published by the League of Nations. 
The meetings of all Committees were held in private, and 
Mr. Ador made a special appeal to the Conference not to prejudice 
the progress of the different Committees by any premature dis- 
closure of their proceedings. As a rule, no official minutes were 
kept or circulated. Consequently, a very important declaration 
made in the Credits Committee by the British representative has 
escaped general notice, though it made a profound and very 
favourable impression at the time and was carefully repeated and 
then translated for the benefit of those concerned. Mr. Bell said, 
in substance, that after consultation with his colleagues of the 
British Delegation, he agreed with them in believing that, in the 
event of a credit scheme on the lines of Mr. Ter Meulen’s pro- 
posal being put into effective operation, the British Government, 
in spite of the fact that it is the largest Muropean creditor, would 
I12 
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probably be disposed to give some priority to international credits 
for the revival of trade. 

Even in retrospect the Brussels Conference looks like a great 
event. Absorbed in the details and the excitement of hard work 
—for these Conferences all do involve hard work, and in this 
particular case delegates and officials were often at work until 
two or three o’clock in the morning—one is apt to exaggerate 
the importance of the task and to see it out of perspective with 
the world outside. But the process of disillusion which usually 
follows has not been so marked on this occasion, and it is not 
to be supposed that in the course of a fortnight universal agree- 
ment was really reached on the questions of financial policy and 
principle that have divided the theory and practice of the Con- 
tinent from our own for generations. There is, of course, no 
unanimity on monetary policy, on banking principles, or on the 
economics of trade and commerce, and the quintessence of 
wisdom contained in the Brussels reports could often only com- 
mand assent because it had been very carefully distilled. The 
results of the Conference are, of course, not very concrete. But it 
is at least an achievement to have secured practically universal 
recognition for the economic solidarity of Europe. Until now, 
little more than lip-service has been rendered to this obvious truth. 
In future it may be hoped that, as a result of Brussels, prac- 
tice will tend more often to correspond with precept; for there 
can be no question that even those who were comparatively well 
instructed on the chaotic conditions of currency and finance were 
impressed and appalled as a result of a fortnight’s contemplation 
of the details. Some countries, it is safe to say, were frightened ; 
and that is all to the good. 

Some of those who had looked for a panacea persisted even 
after Brussels in their delusion. A correspondent of the Morning 
Post (October 28th) wrote that: “Notwithstanding the Brussels 
International Financial Conference found no practical immediate 
solution to the many economic evils now restricting the resump- 
tion of international trading on pre-war volumes, it is obviously 
imperative that some solution should be found as soon as possible.” 
He was gently taken to task by the Financial Editor for his 
extravagant hopes, but he erred in good company : for Dr. Wirth, 
in his recent financial statement to the Reichstag, “began his 
speech with a complaint against the result of Spa and Brussels. 
The Brussels Conference, he said, has been likened to a con- 
ference of doctors round the body of a sick man. But it was of 
little use for the doctors to find out what was the matter with 
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him if they did not prescribe for his return to health” (Times, 
October 28th). 

These impatient views do not do justice to the difficulties of 
a situation created by four and a half years of actual war and 
two more years of nominal peace. It is more reasonable to 
emphasise the point which was brought out by an Austrian 
economist with reference ‘to the economic declaration of the 
Supreme Council. “The twelve paragraphs,” he said, “read like 
the conscientious work of a Treasury official . . . but what 
deserves attention is that the manifesto looks upon the European 
economic situation as one complete whole, and that at last the 
intimate connection between the different parts of this whole 
would appear to have gained recognition ” (Mitteilungen des Ver- 
bandes ésterreichischer Banken und Bankiers, April 30th, 1920, 
pp. 51, 52). The same might be said of Brussels, and more still. 
Not merely a recognition of the facts, but a realisation of the 
imminent calamities which threaten Europe unless that recogni- 
tion can be translated into practice, forced itself upon the Brussels 
Conference. The results of the Conference are not the resolu- 
tions and the reports, but the temper in which the delegates 
returned to their homes and the effect which this temper must 
have upon the course of events in future. They returned in fear 
and trembling, and at the same time with confidence unexpectedly 
renewed on account of the spirit of sincere co-operation which 
inspired the Conference and which seemed to promise the success 
of the new methods inaugurated by the League. It is to be 
regretted that the participating countries were not invited to 
include one representative of Labour in each delegation. If the 
co-operation and assent of Labour had been secured, the Brussels 
Conference might have been welcomed as the first sign that 
European countries may yet cease to compass their own 


destruction. 


H. A. SrmPMANN 








SOME PROBLEMS OF FOREIGN EXCHANGE 


IN one of the documents prepared for the Brussels Conference 
the Secretariat of the League of Nations have published tables 
(which can be carried on to other months with the help of the 
Supreme Council’s Monthly Bulletin of Statistics) showing the 
recent fluctuations in external and internal wholesale prices in 
terms of various national currencies. The tables are constructed 
as follows: The internal prices of France, Italy, the United 
Kingdom, Canada, Sweden and Japan are represented by index- 
numbers prepared in these countries, the number for 1913 as 
base-year being put at a hundred. External prices are taken to 
mean the prices, in terms of French, Italian, or other currency, 
of goods in the United States. The index-numbers for these are 
obtained by multiplying for each month the United States’ index- 
number of dollar prices for that month by the cost of United 
States dollars in francs, lire, etc., on the last Thursday in that 
month, divided by the cost in 1913. The table which I am print- 
ing here is obtained by dividing for each month the index-number 
for external prices calculated in the way described by the index- 
number for internal prices, and multiplying the quotient by 100. 
The ratio of internal to external prices in 1913 being thus repre- 
sented by 100, the figures set out for each month show on the 
same scale the ratio between external and internal prices in that 
month. Thus, given that, in 1913, it took m frances to buy in 
America what one france would buy in France, in March, 1919, 
it took ms of m francs to do this, and in March, 1920, a of 
m francs. The purpose of the following pages is to investigate 
the meaning of these changes. 

Before looking for any “real” explanation of these figures it 
is well to consider the degree of their reliability. How far do 
they truly represent what they profess to represent? How far, 
in short, are they significant? A moment’s thought shows that 
they are subject to two important sources of error. The first of 
these is that the exchange quotation used in building up the 
figure for any month is the quotation for one day, namely, the 
last Thursday in that month. With exchange fluctuating largely 
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TABLE I, 


EXTERNAL PrIcEs DIVIDED By INTERNAL PRICES: ON Basis oF 100 In 1913. 














France. Italy. | U.K. Canada. | Sweden. | Japan. 
January, 1919... 61 \,, | 76\n.| 921 a a “i 
February oa 61 f 2 | 15 \16 | 92 f 9” | 

| | 
March ...__...|_ 69 | 94 | 98 100 57 | 81 
April ... «| 71 (73 | 88 p94) 97 (97 | 101 101) 63 ;62 | 95 790 
May ... :.( 80) /100) | 953° | 1025 | 66) | 98 
ime « «al @ | go | 93 | 102 | 67 ) 89 
Fulp ks tel OS 89 | 100 101 100 ;99 | 104 104, 7573 88/86 
August... ...| 101 | 114. 104 105 J | 77 J 81 J 
September ..., 101) | 112) | 100) | 103) | 76) | 84 
October ...| 99 7102! 119 (118 98 7100! 104 ;104) 82 ;82| 90 /85 
November ...} 106 122 J | 102 }105) | 88 J | 81 
December _...| 117 | 133 } 111 108 | 94 | gl 
January, 1920...) 129 (126 147 (146 118 (115, 112 7111) 106/102) 83 82 
February soe} ROW | 159 | 117 | 112 | 105 | 83 
| | 

March ... ...| 139 | 162 | 103 | 107 89 81 
April... _...| 153 (135) 165 (154! 107 [107! 110 pil! 93 [92 | 88 789 
May ... ...| 114 | 134 | 11 | 116 94 97 
June... ...| 122 | 136 | 110 b coe fa — 
July .. wl Oo | ua bis — | ast so oh 
August... cna — | — 16 | — | 90 — 





from week to week and even from day to day, it is plain that the 
accident of the day chosen may sometimes make a large difference 
to the figure in the table. The prices on which price index- 
numbers are built up also refer in some countries to single days. 
This again opens the way for accident. The second source of error 
is more fundamental. It is that price index-numbers are nowhere 
built up from all prices, but only from certain sample prices. It 
follows that the figures in the table, while professing to refer 
to all internal and external prices, in fact only refer to samples 
of these prices. Wherever the sample is affected differently from 
the whole collection of which it is a sample, these figures falsify 
the facts. That this point is very important can be shown by a 
simple experiment. In the tables prepared by the Secretariat 
of the League of Nations the index-number used for America 
is the Bureau of Labour’s index-number, and for the United 
Kingdom the Statist’s index-number. But for the United States 
there is also published “ Bradstreet’s” index-number, and for 
the United Kingdom the Board of Trade index-number and the 
Economist index-number. In the table below I have constructed, 
with 1913 as base period, an index-number of the relative price 
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movements in “Bureau of Labour” America and “Bradstreet” 
America, and in Statist England and Board of Trade England, 
on the pattern of the index-numbers of relative price movements 
in Bureau of Labour America and Statist England shown in the 
table printed on p. 463. It will be seen that the variations from 
100 in this second table are sometimes very great. Plainly, 
however, they cannot be the result of any real cause, for the 
two Americas are identical, as are also the two Englands. They 
represent nothing whatever except “errors” of sampling. They 
are, in short, fictitious. In view of their magnitude, we are bound 
to recognise that a large part of the divergencies in the main table 
may be fictitious also. This cautious attitude is strengthened 
by a more direct test. If in calculating the main table the Brad- 
street index-number had been used instead of the Labour 
Bureau’s the English figure for May, 1920, would have been 
lowered from 111 to 86, the French figure from 114 to 89, and 
the Italian figure from 134 to 104. It is true that the discrepancy 
between the two American index-numbers has only recently 
become very marked, but the fact that so startling a divergence 
between the teaching of one index-number and the teaching of 
another has been discovered even on a single occasion makes it 
plain that, for a short period, the divergence of either of the 
index numbers from the truth may be very wide. It follows 
that only those figures in the main table that differ widely from 
100 can safely be regarded as “significant.” We may properly 
infer from these sample figures that, if the true figures were avail- 
able, they would, during the six or nine months following the 
Armistice, be substantially under 100 for France and Sweden ; 
that during the first four or five months of the current year they 
would be substantially over 100 for France and, still more 
decidedly, for Italy ; and, more generally, that alike in the United 
Kingdom, France, Italy, and Sweden after the first quarter of 
1919, external prices went on rising for the best part of a year 
relatively to internal prices, and have since somewhat relapsed. 
A rise in external prices is, of course, the same thing as a fall 
in external purchasing power. For the broad movement which 
Table I. indicates it is proposed in the following pages to seek 
an explanation. 

At the outset something should be said generally of the doctrine 
of purchasing-power parities. The basis of this doctrine is that, 
in ordinary conditions of trade equilibrium, Englishmen cannot 
be getting different quantities of sterling per unit for the same 
commodities as sold in England and as sold, allowance being 
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TABLE II. 


RATIO OF PRICES IN BRADSTREET AMERICA AND BUREAU OF LABOUR 
AMERICA, AND OF PRICES IN BoarD OF TRADE ,|ENGLAND AND 
“Sratist”? ENGLAND; THE Ratio IN 1913, BEING, REPRESENTED 


By 100. 
United 
America. Kingdom. 
December eed Pap 100 112 
January es eae 106 110 
February wae az 103 116 
March ... aS ae 107 117 
April ... rr pec 108 116 
May ... ae asa 105 102 
June... Ae ee 101 101 
July... oa nee 101 99 
August ... ae ne 107 103 
September ae ee 104 105 
October wa ree 103 105 
November Bee er 105 106 
December ees ape 107 107 
January ces sie 109 106 
February mee eae 110 103 
March ... ar wae 112 104 
April ... ae ae 113 102 
May... “re Se 126 104 
June... Fe ees 127 112 
Fj ee ner a5 127 115 
August ... see ake 127 109 


made for transport charges and any taxes that may fall for pay- 
ment, in America. From this it follows that, if there were no 
transport charges, etc., the external and the internal purchasing 
power of sterling in respect of goods entering into international 
trade must always, in equilibrium, be equal. It does not follow 
that external and internal purchasing power, interpreted gener- 
ally, so as to take account of non-traded goods in the two coun- 
tries as well as of traded goods, must be equal. Nevertheless, 
even for purchasing power in this wide sense, a number of 
important propositions can be laid down. First, given the ratio 
between the external and the internal purchasing power of sterling 
in some base period, if charges or taxes are imposed or increased 
on goods sent from England to America—for simplicity we ignore 
three-cornered trade—and on goods sent from America to England 
in equal measure, the ratio between the external and internal 
purchasing power of sterling will remain unaltered; for, while 
the external purchasing power in respect of British goods in 
America is diminished, the internal purchasing power in respect 
of American goods in England is diminished correspondingly. 
Secondly, for the same reason, if any cause, such as an altera- 
tion in comparative productive efficiency or in comparative 
demand, alters the relative values of the things England imports 
and the things she exports, and no other change occurs, the 
external and internal purchasing powers of sterling will remain 
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unaltered. ‘This would be so under conditions of unimpeded 
trade, even though the volume of English export goods was 
reduced to very small dimensions, provided only that the prices 
of these export goods entered into the index-numbers of both 
England and America. Thirdly, if a tax is imposed on goods 
entering America from England, and no corresponding tax is 
imposed on goods entering England from America, English goods 
will rise in price in America relatively to England, and no corre- 
sponding change will take place in American goods. Conse- 
quently, the external purchasing power of sterling will be reduced 
relatively to the internal purchasing power. The same result 
evidently follows if a subsidy is accorded to cheapen American 
goods coming into England. Fourthly, if the imports of a country 
are of such a sort that transport charges play a large part in 
their value, while the exports are of such a sort that these charges 
play only a small part, a general rise in transport charges will 
lower the external relatively to the internal purchasing power 
of the country’s currency. Thus, in so far as France’s exports 
are chiefly luxuries of high value in small bulk and her imports 
mass goods, a rise in freight might be expected to lower the 
external relatively to the internal purchasing power of the franc. 
Finally, if the sterling prices of non-traded goods in America 
rise for any reason relatively to the sterling prices of non-traded 
goods in England, the external purchasing power of sterling will 
fall relatively to the internal purchasing power, without any lapse 
of equilibrium—except ultimately under conditions of universal 
constant returns—being involved. This general analysis affords 
a key to our present more special problem.’ 

Under the stress of war the Governments of all the European 
belligerents were forced to help out their finance by creating bank 
credits, the expenditure of which at once raised prices and made 
necessary a great expansion of currency to support them. With 
the export of gold banned, whether by the fear of submarines 
or by law, and with paper money rendered for practical purposes 


1 The results of the text are stated in a general form that is only exactly 
valid upon the assumption that the price index numbers employed are constructed 
in such a way as to give equal weight to import goods and export goods. If the 
only English exports were coal and this exchanged abroad for a hundred different 
sorts of imports, all of which were reckoned as of equal weight with coal in both 
the English and foreign index numbers, a 10 per cent. foreign tax on all imports 
plus a 10 per cent. English tax on all imports would involve a large rise in the 
external relatively to the internal purchasing power of sterling as deduced from 
these index numbers. In like manner, a general rise of freight would not neces- 
sarily make the internal purchasing power of sterling fall relatively to the external 
purchasing power, even though all our imports were luxuries, in the value of 
which transport charges played a very small part. 
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inconvertible, the normal automatic checks on this process could 
not operate. There was nothing, therefore, but the self-restraint 
of the Governments themselves to prevent an indefinite expan- 
sion. In this matter the various Governments went to different 
lengths. All of them, however, indulged in credit and currency 
expansion to an extent that caused their domestic price-levels, 
as against 1913, to rise in a substantially higher proportion than 
the price-level of the United States. In normal conditions a 
change of this kind, brought about by credit and currency move- 
ments, would immediately be followed by a fall in the rate at 
which the currency of the high-priced country exchanged for the 
currency of the low-priced country. Thus, if American prices 
remained constant and sterling prices doubled, an American 
giving half as many dollars as before for sterling would still get 
the same quantity of English goods; while an Englishman, in 
order to give twice as much sterling as before for dollars, would 
only have to sacrifice the same quantity of English goods. The 
fall in exchange would normally be carried just far enough to 
balance the discrepancy between the price movements in the two 
countries. It follows that such discrepancy, brought about by 
credit and currency causes, could not affect the relation between 
the external and internal purchasing powers of the currency of 
either country. 

The movement of credit and currency in European belligerent 
countries during the war and the period succeeding it was, how- 
ever, conducted in peculiar conditions and with an abnormal 
accompaniment. Down to about March, 1919, the exchanges of 
the United Kingdom, France and Italy with the United States 
were “pegged.” The Governments of these countries found it 
quite impossible to meet the obligations arising out of their huge 
American purchases by buying dollar bills for European export. 
The supply of these bills was altogether inadequate. Nor could 
they rely on the export of gold, because, had they attempted to 
remit the balance in this way, the whole of their store would 
have been used up and a huge deficit would still have remained. 
Consequently, they arranged to satisfy their need for American 
dollars by organising the export of such securities held by their 
citizens as were saleable in America, and by contracting loans 
with American firms, and, after the entry of the United States 
into the war, with the American Government. These arrange- 
ments did not, indeed, of themselves involve any absolute pegging 
of the Exchange. But the British Government adopted, partly 
on political grounds, the further policy of offering its borrowed 
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dollars against sterling at the rate of 4°76 dollars to the £. The 
result was that private persons having claims to dollars could 
never sell them, whatever the trade and price position, on better 
terms than this. The British Exchange was thus pegged abso- 
lutely by Government action; and a similar, though less com- 
pletely effective, policy was pursued by the other Allied Govern- 
ments. Even for the United Kingdom the pegging was not 
exactly at the point of pre-war parity, but it was only a trifle 
below this. 

Now, had pegging taken the form of a mere Government 
decree forbidding sterling and dollars to be exchanged at a worse 
rate than 4°76, it seems plain that no real effect, whether upon 
the relation between internal and external purchasing power or 
upon anything else, could have taken place. The decree would 
very quickly have been masked or evaded. But pegging was 
something much more than a mere decree. It involved the 
creation in indefinite quantities of real objects acceptable to 
America, namely, the promises of European Governments, which 
could be offered in purchase of American goods. In these cir- 
cumstances the addition of a policy of pegging to the practice of 
credit and currency expansion alters the character of the problem 
and makes further analysis necessary. As before, let us suppose 
American prices to be unaltered and English price-levels to be 
doubled. With the New York Exchange pegged at the old parity, 
Americans sending goods to England could get double as many 
dollars as they could get by selling them in America; while 
Englishmen sending goods to America could only get half as 
much sterling as by selling them in England. There would, 
therefore, be an enormous stimulus to the export of American 
goods to England and a corresponding check on the export of 
English goods to America. Both English and American export- 
able goods would become short in America and abundant in 
England. The prices of both would, therefore, rise in America 
and fall here. This process would continue until the abnormal 
stimulus to American exportation and the abnormal check on 
British exportation was eliminated; that is to say, until the 
dollars obtainable by selling exportable American goods for 
sterling in England and converting the sterling became again 
equal to that obtainable by selling them direct for dollars in 
America; and similarly with the sterling obtainable by selling 
exportable British goods. This means that, so far as the export- 
able goods of the two countries are concerned, the original relation 
between external and internal purchasing power alike of American 
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and of British currency would be restored. It does not, however, 
follow that the pre-war relation between the external and internal 
purchasing powers of European currency in terms of all sorts 
of goods, including those which do not enter into international 
trade, would be restored. No direct influence is called into play 
to modify the prices of non-traded goods. There is, of course, an 
indirect influence. The forcing of American effort into export in- 
dustries involves the withdrawal of resources from other American 
industries, and so a rise in the dollar prices of the things these 
industries make. But, in so far as the export industries are 
conducted under conditions of diminishing returns, there is no 
tendency, even from the point of view of a long period, for prices 
to rise as much in the other industries as they rise in these. 
From the point of view of a short period, the actual transfer of 
resources from other industries to the export industries will be 
less than the transfer that ultimately tends to come about, and 
the rise of dollar prices in these other industries will be affected 
correspondingly less. It follows that, as a result of credit and 
currency expansion in Europe, coupled with a policy of pegging, 
the external purchasing power of European currencies in terms 
of American non-traded goods will fall less than their internal 
purchasing power in terms of European non-traded goods. ‘This 
implies that the external purchasing power of these currencies in 
terms of goods in general will rise relatively to their internal 
purchasing power in terms of goods in general. On these lines 
a part of the change, as from 1913, in the ratio between the 
external and internal purchasing powers of European currencies 
that took place during the war and the period immediately 
following it can be explained in full accordance with the dactrine 
of purchasing-power parities. 

There was, however, also another factor at work. This doc- 
trine, as has been indicated above, is based on the proposition 
that, in conditions of equilibrium, people will not sell abroad 
at a different profit from that obtainable by selling the same 
things at home. When this proposition does not hold, the sterling 
price even of tradeable goods in America may be below the sterling 
price of the same goods—allowance being made for cost of 
carriage, etc.—in Europe. In the war and post-Armistice period 
the proposition did not hold—at all events it did not hold fully. 
For the restrictions on importation imposed by European govern- 
ments in consequence of the shortage of transport rendered it 
impossible for private traders to take advantage to more than a 
very small extent of the opportunities for profit open to them 
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by selling American goods on private account in Europe. France’s 
external prices in francs were abnormally low relatively to her 
internal prices ; but Frenchmen could not in practice buy things at 
these external prices, and so the influences which ordinarily 
would have prevented them from remaining abnormally low were 
unable to operate. This failure of equilibrium made it possible 
for the rise in external, relatively to internal, purchasing power 
of European currencies to be carried further than the influences 
discussed in the preceding paragraphs would of themselves have 
carried them. In conjunction with these influences it probably 
explains the main part of the actual fall which our Table I. 
suggests took place. 

When the policy of pegging was abandoned—about March, 
1919—the external purchasing power of the principal European 
currencies fell heavily relatively to their internal purchasing 
power. A swing-back sufficient to restore the 1913 ratio would 
have excited no surprise. But the actual swing, if the figures 
of our table are to be trusted at all, was much larger than this. 
In Italy and France, and probably in the United Kingdom, the 
external purchasing power of the currency instead of being sub- 
stantially higher relatively to the internal purchasing power as 
compared with the pre-war period, became for many months 
substantially lower. Why and how did this state of things come 
about ? 

In the period that followed unpegging Europe was still buying 
from America an enormously greater quantity of goods and ser- 
vices than it was selling to her, or could pay for out of interest 
accruing in America to its citizens. The United Kingdom, 
indeed, soon attained, on the face of the trade and shipping 
figures, a fairly strong position, and, had her exports all been 
used to pay for her imports, she need not perhaps have had great 
difficulty in finding a sufficiency of dollars. But in point of fact 
a great deal of her exports appear to have been sold on long 
credits to the Continent or to have been taken up in providing 
various sorts of private loans to foreigners, so that they were 
not available for buying dollars either directly or indirectly. 
Against France and Italy the balance of trade was much more 
seriously adverse. There were, of course, still available, to throw 
into the gap, private holdings of securities which Americans were 
willing to buy and the sale of which prevented the Exchanges 
from moving so largely against Europe as they would otherwise 
have done. British holdings of dollar securities had, indeed, 
been much depleted during the war, and Italy’s holding was never 
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large. But France seems to have been able to sell a fair amount. 
In spite, however, of these palliatives, Kuropean importers of 
American goods, no longer able to rely on an indefinite quantity 
of dollars borrowed for them and placed at their disposal at a 
fixed rate by European Governments, and still prevented by 
embargoes from exporting gold, experienced great difficulty in 
finding enough of these dollars to meet the obligations they were 
incurring in the course of trade. This cause alone necessarily 
tended to drive Exchange rates down, and when, as happened 
from time to time, specially large dollar claims fell due for 
payment, the tendency gathered strength. 

Moreover, the immediate trade position was not the only 
influence making for a fall in the European Exchanges. Foreign 
currencies are not purchased only to furnish means of payment 
for foreign goods. They are also purchased to be held as balances 
in foreign banks with the object of facilitating trade and, per- 
haps, of easing interest. If it is thought that European Govern- 
ments are going to be forced, in order to finance their expenditure, 
to expand credit and currency more than the American Govern- 
ment is likely to do, America will anticipate, as a consequence 
of this, a further fall in the Kuropean exchanges. Such an 
anticipation involves the fear that balances held in European 
currencies will shortly be worth less dollars than they are worth 
now, and so tends to bring about their withdrawal. The call 
for dollars to affect the withdrawal forces down the European 
exchanges. ‘Thus, the expected effect of future currency expan- 
sion in Kurope is discounted in a present price in dollars in terms 
of European currencies. There can be little doubt that this class 
of influence helped substantially to depress the dollar value of 
lire and francs during the first part of 1920. The comparative 
importance of the part played by it, as compared with that played 
by the trade position, cannot, of course, be determined. All we 
can say is that the two influences combined were responsible for 
driving down the dollar value of the lira and the franc to an extent 
that made the external purchasing power of these monetary units 
substantially lower, as compared with 1913, than their internal 
purchasing powers. 

The situation that existed in the days of pegging was thus 
reversed. According to the doctrine of purchasing-power parities 
equilibrating forces must, thereupon, have come into play, pulling 
back the ratio between the external and internal purchasing 
powers, in terms of traded goods, of the currencies affected towards 
the pre-war level. But, as before, there would be no tendency 
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for the prices of non-traded goods to be adjusted quickly, or, 
indeed, to be fully adjusted even ultimately. Consequently, the 
depression of the European exchanges since pegging was aban- 
doned is a true cause, even though there were no failure in 
equilibrium, making for a fall in the ratio of the external to the 
internal purchasing powers of lire, francs and sterling in terms 
of goods in general below the 1913 level. Again, as before, this 
true cause was fortified by certain influences which prevented 
the equilibrating tendencies postulated in the doctrine of pur- 
chasing-power parities from working themselves out. Allowance 
being made for cost of carriage, that doctrine presumes that 
traded goods will sell at the same price in any currency wherever 
they are sold. Several European Governments have, however, 
“controlled” the home prices of their country’s produce and have 
limited exportation in such a way as to cause the external prices 
of their products to exceed the internal prices more than they 
normally should do. This type of policy involves a relative rise 
in the external, as compared with the internal, purchasing power 
of their currencies. It thus appears that:the same general type 
of analysis that was applied to the problems presented by the 
pegging period also yields at least a partial solution of those that 
emerged in the months that followed unpegging. 

The preceding discussion suggests that at the present time 
the external purchasing power of European currencies would be 
raised relatively to their internal purchasing power by anything 
that improved the rates of exchange. At first sight it might be 
thought that we ought not to include in “anything” a policy of 
reducing credits and currency. For this policy would primé 
facie improve the exchange and lower internal prices in exactly 
equal proportions, and, if this happened, the ratio between 
internal and external purchasing powers would be unchanged. 
In existing circumstances, however, it is probable that for Euro- 
pean countries to adopt a “sound” currency policy would increase 
foreign confidence in the future of their money, and would, there- 
fore, in fact, improve exchange somewhat more than it lowered 
internal prices. This would involve a rise in the external 
relatively to the internal purchasing power of their currencies. 

Of greater practical interest are devices for improving the 
exchange by lowering the demand for dollar bills and increasing 
the supply of sterling or other European bills. These have 
assumed two principal forms, according as they aim at cutting 
down the volume of relatively unnecessary imports or at pre- 
venting resources, which might have been sent to pay for imports, 
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from being turned into foreign capital investments. The methods 
by which these ends have been sought are various. They are 
described at length in the volume of the League of Nations papers 
prepared for the Brussels Financial Conference entitled Exchange 
Control. Sometimes there are direct prohibitions against certain 
classes of imports and against the export of capital generally. 
But, as a rule, it is also found necessary to adopt other measures 
with a view to preventing evasion of these prohibitions. Thus, 
exporters of goods or securities are.compelled to hand over the 
proceeds of their sales in foreign currency to a central exchange 
institution, which, in turn, sells exchange to importers of per- 
mitted imports. Unless some arrangement of this kind is made, 
it is impossible to ensure that the proceeds of export or security 
sales will not, in one way or another, come to be invested abroad. 
It should be observed that, while a policy of stopping the export of 
capital must, if successful, improve the current, though not neces- 
sarilv the ultimate trade balance, a policy of restricting imports 
may in conceivable, though improbable, conditions defeat itself, by 
causing resources to be withdrawn from the manufacture of export 
goods, in order to make substitutes for the extruded imports, to 
such an extent that the export side of the trade balance is lowered 
more than the import side. This, however, is a secondary point. 
The essential thing is that, in so far as measures aimed at 
improving the balance of trade do accomplish that object, they 
involve an improvement in the dollar exchange with Europe. 
This improvement is important chiefly because, when brought 
about in the above way, it carries with it an improvement in 
the real ratio of interchange between European and American 
goods, or, in other words, a lessening of the real cost to Europe 
in exports of those essential imports which she must continue 
to take. Since, however, it also means a fall in the sterling, france, 


1 If the real ratio of interchange between American export goods and European 
export goods alters in a given manner, this implies that the ratio between the 
sterling prices of American export goods and of those European export goods 
that are wholly made up out of European materials will undergo an exactly 
corresponding alteration. It does not, however, imply this of those European 
export goods that are made with the help of imported materials or machines. 
Thus, if the real ratio of interchange between France and England alters insuch a 
way that two units of pure French produce are required to buy the English stuff 
that one unit used to buy, then the number of units of French produce, whose 
value is made up to the extent of one quarter of imported coal, that will be 
required to buy one unit of English stuff, will be one and three quarter times 
as much as before. Difficulties arising out of this consideration, as well as 
other difficulties, would seriously hamper any attempt to determine statistically, 
by a comparative study of the quantities and values of various classes of imports 
and exports, how the real ratio of interchange between British and foreign 
produce has changed since before the war. Nevertheless, an enquiry on these 
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or lira prices of non-traded American goods relatively to non-traded 
European goods, it should at the same time raise the ratio of 
the external to the internal purchasing power of European 


currencies as defined for the purposes of this article. 
A. C. Picou 


lines would be well worth undertaking. Obviously the real rate of interchange 
is quite a different thing both from the rate of exchange and from the ratio be- 
tween the internal and the external purchasing power of a country’s currency. 











THE SELLING AND FINANCING OF THE AMERICAN 
COTTON CROP 


Ir may not be out of place by way of preface to make some 
observations on the world’s cotton crop. Probably about 25 
million beles of 500 lb. are produced annually, the United States’ 
contribution being between 50 and 60 per cent. normally of this 
total, India’s share being about 20 per cent., China’s about 
15 per cent., and Egypt’s about 5 per cent. 

The annual value of the United States’ crop, for the last few 
years, of raw cotton grown in that country is probably some- 
where about £350,000,000 to £375,000,000 in gold dollar value 
(1916, $1,866,240,000; 1919, $1,710,715,068), about half the 
crop (6,000,000 bales, 1918-19; 6,100,000, 1919-20), being con- 
sumed in the United States, Great Britain and the Continent, etc., 
taking the other half (Great Britain, 1918-19, 2,650,000 ; 1919-20, 
3,000,000; Continent, etc., 1918-19, 2,800,000; 1919-20, 
3,400,000). 

The last big crop in the United States occurred in 1914-15— 
about 16} million bales. Since then the annual yield has been 
round about 12 million bales, although the final yields are 
mostly in excess of the estimates. The proverbial optimism 
of the American appears to evaporate altogether when he makes 
his annual summer estimates of what the American cotton crop 
will produce. 

Our imports and exports of cotton (from and to all countries) 


for :— 


1918. 1919. 1920. 
Value of Imports .  . £150 millions £190 millions £250 millions 
ne Exports ‘ . £180 46 £251 ‘i £430 PP 
Excess value of Exports . £30 on £61 “ £180 ‘ 


(Note.—The figures for 1920 are estimated.) 


Our imports of cotton were :— 


From U.S. 

1918. 1919. 1920.* 
£95 millions £125 millions £128 millions 
From British Sources. 

1918. 1919. 1920.* 
£50 millions £57 millions £58 millions 
Foreign Sources other than U.S. 

1918. 1919. 1920.* 
£5 millions £8 millions £14 millions 


* Eight months only. 
K K 2 
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It will be seen that two-thirds of the total cost of our raw 
cotton imports goes to the United States; it is also estimated 
that about 75 per cent. of the output of cotton mills in Great 
Britain is exported, leaving the balance for domestic con- 
sumption. More than 600,000 people are actually engaged in 
this country in the spinning and weaving of cloth, the number 
of our population dependent on the cotton trade being believed 
to be over three millions. This year about one-third in money 
value of our total exports will come from the cotton industry. 

Our manufactured and partly manufactured exports in 1920 
for eight months, compared with 1919 for a similar period, have 
about doubled in money value—£740 millions versus £385 millions 
—and it may be fairly assumed that as we pay more promptly for 
our imports than we obtain payment for our exports, the effect 
of this on credit expansion must be very considerable, and to 
some degree explgins the restrictions that the banks are now 
compelled to impose on further demands for fresh credit facilities 
from their customers. 

Sir Charles Macara, in a letter on August 24th to the British 
Empire Review, in emphasising the bearing on production of 
the cotton operatives’ shorter hours and the large amount of 
cotton machinery that is idle in the world from various causes, 
stated that raw cotton material takes six, nine, twelve months, 
and even longer, to pass through the numerous processes before 
the current stock of manufactured goods is increased. In 1919 
the production of cotton cloth was only 33 million yards as 
against over 7 million yards in 1913, whereas the actual money 
value of the cloth manufactured in 1919 was approximately double 
that of 1913. Slow production and high prices tie up banking 
credits, and if, added to these factors, manufactured goods them- 
selves do not go into quick consumption, the burden on banking 
credits is obvious and may become unbearable sooner or later. 

Russia is probably the only important cotton-growing area 
(1,300,000 bales in 1914-15) which is not growing this crop now 
to the same extent as in pre-war times, but that fact will only 
increase her present domestic misery, as she was formerly a large 
importer also. With a carry-over in America this season of about 
7 million (6,800,000) bales old crop, and with the largest new 
American crop in sight (13 million bales or more) since 1914, 
and no evidence of short cotton crops in other countries, it is 
hard to believe that there is not enough of raw cotton in existence 
to more than satisfy the world’s present demands. 
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FINANCING AND SELLING IN THE UNITED STATES. 

It may not be inappropriate before sketching out how cotton 
is financed and sold in the United States to quote here what 
occurred in September last when a deputation from the American 
Cotton Association met the Governor of the Federal Reserve 
Board to secure a definite understanding as to the Board’s atti- 
tude in regard to the financing of the cotton crop—a request 
being also made for credit assistance from the Board for 
$500,000,000 against five million bales at 20 cents a pound, in 
order to provide for the orderly marketing of the cotton crop 
during the coming winter. The Governor replied: “I don’t 
think you will work out the situation by demanding any more 
extension of loans than is now going on. I think the thing you 
gentlemen should do is to go back home, tell your people to quit 
talking calamity, and make the best of a bad situation. You 
want $500,000,000 more on cotton loans; if the Board would 
undertake to find credits for all agricultural products, it would 
take about three thousand million dollars additional in loans. We 
have shown our good faith in taking money from the East and 
putting it in the South, but the time has got to come when they 
will want their money back. You have got a problem here in 
your low-grade cotton” (he was apparently referring to the carry- 
over of 6,800,000 bales)—“I think that is your main problem. 
Looking at the thing broadly, it seems to me that you should 
get it into your heads that it is not the Board’s business to deal 
in prices. If we made the loans you ask for, besides being a 
serious drain upon the Federal system, it would have an effect 
on wages.” 

American middling cotton on July 31st last was 43.75 cents, 
on September 10th it was 32.25 cents per lb., by October 11th 
the quotation had fallen to 23 cents, so it is obvious that the 
Governor’s advice had some material effect on the price of raw 
cotton. 

In August a Convention of the American Cotton Association 
at Montgomery (Ala.) approved a recommendation that the mini- 
mum price for cotton up to November Ist should be 40 cents 
per lb., increasing 1 cent monthly thereafter till the entire crop 
had been marketed. Reports are appearing in the Press from 
time to time that the cost of cotton production is between 35 
and 43 cents per lb. This is surely propaganda. Recently an 
American international banker—from New Orleans, whose bank- 
ing career had been largely spent in that cotton centre—gave it 
as his opinion that, after making full allowance for the high 
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cost of labour in the South to-day, and for everything else, the 
actual cost of production might truly be described as around 
20 cents, or about half the amount claimed. 

The cotton surplus already mentioned as carried over from 
last season, plus thirteen million bales of new crop, with a poor 
demand for the raw material, either in the United States or 
elsewhere, makes a holding up campaign beyond the power of 
even big America. 

One can form some idea from these comments of the magni- 
tude of the banking credit necessary to finance the raw material 
where it is grown, and the further immense credits that have 
to be found in America and abroad during the period covering 
its manufacture into cloth. 

Credit is utilised from the time the seed is planted. ‘The 
American cotton farmer generally makes a good living nowadays 
—but not much more—from his occupation. A fair proportion 
own their farms, the majority probably rent them from the great 
plantation owners and syndicates. Only a small number can 
carry through on their own resources from seed-time till the crop 
is picked. The country storekeeper, in return for a lien on the 
crop, allows the farmer credit at his store, and this is redeemed 
when the cotton is taken over by the storekeeper at harvest-time. 
If there is a surplus to the farmer's credit, after interest, ete., 
is allowed for—on the accommodation given—he then gets it. 
The country storekeeper is usually in the employment of a local 
cotton factor, or he may be the local agent of the proprietors 
of the larger plantations who rent these out in small sections. 
The proprietors of the large plantations are mostly substantial 
men with means, whose credit is good, and any further financial 
assistance needed during the growing season they can ordinarily 
obtain by borrowing on their promissory notes from bill brokers 
or bankers. 

The cotton factors are really the commercial bankers of the 
industry, and they are usually affiliated with some large bank, 
on whom they can rely for additional credits during the heavy 
seasonal pressure. 

When the cotton reaches the gin or compress, gin receipts or 
compress receipts come into existence, and these are used as 
collateral by the buyers, who borrow from the local banks in 
order to pay cash to the growers. The loans made by local banks 
are repaid when the exchange of these receipts into inland bills 
of lading is effected. The ladings are then attached to drafts 
drawn on the buyers’ agent or the buyers’ head office in America. 
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If the cotton is sold abroad, the local banker exchanges the 
gin or compress receipts for through or port bills of lading, and 
attaches these to a foreign bill of exchange, which, if he deals 
in foreign exchanges, he may buy himself and transmit to 
Europe, or send the exchange to New York, or other American 
city with a foreign exchange market, for sale and credit at 
current rates. . 

Usually these Southern banks are large borrowers from the 
New York banks during the cotton season, and the New York 
banks transacting foreign exchange business are naturally anxious 
to make such loans to the Southern banks, since for these they 
obtain good interest rates, and, in addition, from the same 
borrowers, large supplies of foreign exchanges, the proceeds of 
which are often used to repay these loans. This may be 
described as intensive banking for the lenders, who secure two 
profits where only one is ordinarily obtainable. 

The concentration of sterling cotton bills through one or two 
American banks in London during the last ten or fifteen years 
has been largely built up by the intimate associations that now 
exist between the big New York deposit banking institutions 
possessing foreign offices and the Southern banks. 

The financing of cotton in America—and perhaps in the 
future in Europe as well of the exported cotton—lies in the hands 
of these powerful American banks, should America be able to pro- 
vide a cheaper supply of credit for financing these cotton exports 
in the importing countries than these countries can themselves. 

It was on the free conversion of credits into gold and low 
and stable discount rates that we built up the London acceptance 
business—without either, can we confidently expect to retain 
the financing here of our imports of American cotton, which 
financing naturally lies within America’s grasp if her domestic 
money conditions are sufficiently favourable? America’s financ- 
ing of our cotton imports under these conditions would be profit- 
able to Lancashire, although depriving Lombard Street of a large 
part of its supply of the finest bank paper and the clearing banks 
of their relative acceptance commissions. 


EXCHANGE. 


Liverpool buys cotton in sterling at so much pence per Ib. 
c.i.f. This means that the dollar exchange value of the pound 
sterling is also included in the “all-in” sterling price asked for 
the cotton by the American seller. In other words, the American 
seller takes the risk of getting his anticipated dollar price for the 
cotton sterling price he makes, and with this aspect of his sale 
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the Liverpool buyer has no direct concern. When a Liverpool 
buyer buys either for spot or future delivery he immediately 
cables his American seller how the reimbursement is to be 
effected. This reimbursement is almost always done by sixty 
days’ sight drafts—occasionally ninety days—on the best English 
banks, accompanied by bills of lading and certificates of insurance 
for the cotton, which sterling exchange the American seller 
promptly places with an American exchange bank for spot or 
forward delivery, thus eliminating, so far as the seller is con- 
cerned, the factor of exchange risk. In computing the price of 
the cotton offered abroad in a foreign currency, the American 
seller has, of course, to make sure that he has an American 
exchange bank ready to pay to him the dollar price he expects 
for his exchange, if his prospective foreign buyer of the cotton 
accepts, otherwise the transaction might result in a loss through 
depreciation meantime of the foreign currency in which he 
offered to sell. 

The New York exchange market is very highly organised and 
efficient nowadays, and generally close prices are given to real 
traders for spot and future deliveries of sterling exchange, which 
enable these exporters to consummate their international sales 
on keen terms with little risk to them of exchange loss. 

This is particularly true as regards the cotton trade, for as 
these sterling exports from America are financed by clearing 
bank drafts, the relative credit risk to the American exchange 
banks on such prime acceptors is practically a negligible one. 
The actual risk the American exchange banks really run, until 
acceptance is secured, is a short and moral one on the American 
cotton drawers, the drafts being accompanied until accepted by 
the drawee banks by shipping documents for the cotton drawn 
against. 

Generally, the big American exchange banks keep a square 
book on future deliveries, and the remuneration they require for 
such high-class business is a trifling premium relative to the 
small risk involved. 

Were the American cotton sellers unwilling to sell in sterling 
—for since the war they have refused to sell in French and Bel- 
gian francs and in other Eviropean currencies, more uncertain and 
more depreciated than sterling—and exacted payment in dollars, 
it would then devolve upon Liverpool importers to furnish dollar 
payments to meet their purchases. 

The Liverpool cotton people have so long been accustomed 
to buy in sterling that they do not seem anxious at present to 
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consider any change, and so far the American cotton exporters 
have not asked for a dollar price in place of a sterling one. 

But if it should happen that the New York money market 
became so much cheaper than ours for financing American cotton 
imported here, then dollar credits would become more attractive 
to Liverpool than sterling credits, and eventually lead to the 
purchase of cotton in dollars by Liverpool, thus throwing the 
exchange covering of these purchases and of any dollar credits 
granted upon this side of the Atlantic. 


FUTURES. 


On the subject of futures the following questions have been 
asked :— 

(1) Does the grower of cotton ordinarily cover himself by a 
sale of futures? 

(2) Does the American factor or merchant do so? 

(3) Does the ultimate cotton goods’ buying merchant at home 
or abroad who buys such goods for delivery months after his 
ordering them cover himself by selling futures of raw cotton? 

The broad answers to questions Nos. (1) and (3) are in the 
negative, to No. (2) in the affirmative. Ordinary cotton farmers 
are like other farmers, generally men with little or no capital, 
and who therefore are not in a position to find any additional 
money to pay differences that might be called for on sales of 
futures, even though such differences were represented by the 
increased value of their actual crop. 

Supposing they had the means or the credit to enable them 
to operate in futures, they probably have not the skill and 
knowledge to protect themselves through this channel. 

Besides, cotton farmers are nearly always bullish, and un- 
likely to sell forward at a discount on spot quotations—and 
especially before they know what their crops are actually going 
to be. Slumps in price usually take place when the size of the 
crop has become common knowledge; then the tendency of the 
producer when the crop is large is to expect better prices by 
holding off selling, unless there is someone in a position to sell 
him out, which probably is what most often happens. 

The ultimate buying merchant of cotton piece goods relies 
mainly on his local market to pay him the price at which he 
bought the goods forward. He would, in most cases, be dis- 
inclined to hedge on raw cotton as this might entail his finding 
fresh capital to finance his purchased goods before these were 
under his control and could be used as collateral for borrowing 
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the additional money required. If the ultimate buying merchant 
were in @ silver-using country, he might use the silver futures 
market for hedging his purchases, but the same possibility of 
having to provide further money to keep the protection in force 
on the basic goods would perhaps make for second thoughts and 
inaction. 

Of course, if one could be certain that prices were going down, 
a hedging sale would be simplicity itself. 

The cotton futures market is designed primarily for those 
engaged in the cotton industry—the American factors and British 
and American cotton merchants and manufacturers. This class 
of trading serves to stabilise the whole industry and limits 
speculation by the trade itself. 

The annual American crop is probably sold from twenty to 
forty times over on the cotton exchanges. New York cotton 
exchange has traded in one million bales in one day, and half 
that figure is not abnormal. The outside public, more especially 
in the United States, at times undoubtedly speculates heavily in 
cotton and accentuates the violence of the price movements. 

The Liverpool cotton merchants do not to any material extent 
take up uncovered positions. Their bankers always presume that 
if their cotton clients buy or sell cotton, they invariably hedge 
themselves. If it were known they were speculating, their 
credit facilities at the banks would be curtailed, if not withdrawn 
altogether. 

There is a prevalent idea that futures afford a more complete 
protection than they actually do. For example, it is believed 
by those outside the trade that when Manchester buys cotton 
from Liverpool and the Liverpool seller puts out a future pending 
his purchase in America of the precise grade of cotton sold that 
all is well and no danger of loss exists for the seller in the mean- 
time. That, however, is not so. If the Manchester buyer has 
bought a grade of cotton, as usually happens, so many “points 
on” the future basis, these “points on” are not covered at all 
by the futures put out. To that extent the risk taken by the 
seller is his own till the actual cotton is bought as cover and the 
future is closed out. These “points on” are relatively high 
nowadays and may be 30 per cent. or more of the value of the 
cotton sold. 

The future contract itself is a wide one, in the grades of 
cotton that are tenderable under it. No buyer on the cotton 
market, a spinner particularly, would care to buy actual cotton 
by futures, as he would seldom or never get the right sorts or 
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adequate quantities of the sort he wanted under such a contract. 
Futures, therefore, only afford some basic protection against loss. 
Here is a description of the process of hedging by a former 
President of the New York Cotton Exchange: “A hedge or 
future is the purchase or sale of contracts for 100 or more bales 
of cotton for future delivery made not for the purpose of receiv- 
ing or delivering actual cotton, but as an insurance against 
fluctuations in the market that might unfavourably affect other 
ventures in which the buyer or seller is actually engaged.” 


THE FINANCING AND SELLING IN ENGLAND. 


Reverting to the account given above of the financing of raw 
cotton on the other side, the reader will remember that where 
the cotton is sold abroad it is represented by shipping documents 
attached to, say, a 60-days’ or 90-days’ sterling bill of exchange, 
drawn on an English bank, which the American cotton exporter 
had sold to an American exchange bank. This bank would get 
its money back by selling an equivalent amount of sterling to a 
buyer who required remittances of such a kind, and any surplus 
that arose over the purchase and sale after all expenses had been 
met would be the American exchange bank’s profit. 

The American exchange bank would, of course, transmit the 
cotton bill to its London correspondent or Tuondon office for 
acceptance by the drawee, and for discount when required. 
Sixty or ninety days after acceptance the bill would be paid by 
the acceptor—the English bank. Meantime the bank would 
retain the documents attached to the bill when presented for 
acceptance. The bank has, therefore, security for its acceptance, 
and if the cotton arrived before the acceptance is due, the cotton 
can be passed on to the next buyer and fresh security or cash 
be deposited with the bank, so that it remains secured against 
its outstanding unmatured acceptance. 

If the cotton is not sold when the acceptance is paid, the 
bank may probably continue the amount paid as a cash advance 
against the deposited cotton. Or the bank’s client may arrange 
for a London merchant banker to give him a credit on the same 
cotton for a further period or periods, depositing with this new 
acceptor the warehouse receipts for the cotton as security. 

If the cotton has been sold to a spinner by the Liverpool 
merchant, he may draw long bills on the spinner, and hand these 
to the accepting Bank or, by arrangement with that bank, to a 
discount house for discount, and with the proceeds the bank’s 
acceptance at maturity will be paid. 
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When the spinner sells to the manufacturer, the latter often 
pays the spinner out of loans or bank overdrafts, which are 
liquidated when the Manchester merchant pays for the piece 
goods he has bought. ‘To obtain these funds, the merchant either 
draws bills under credits opened for him by merchant bankers 
in London, or. under credits placed at his disposal by his foreign 
buyers. Or, again, he may get advances from the Eastern, South 
American, or other Overseas banks against the deposit of his 
documentary drafts drawn on his foreign buyers. It is, of 
course, the affair of these foreign buyers to protect their purchases 
against fluctuations of exchange, as dealings are always in sterling. 
Doubtless the largest oversea firms do what is prudent in this 
connection, but there are some who, through ignorance or specu- 
lative tendency, take risks that frequently bring trouble to them- 
selves and to others eventually. 

The fall that has occurred in the silver exchanges during this 
year is a case in point, causing anxiety, if not definite loss, in 
various quarters. Cancellation of orders, about which so much 
has been heard during the last six months, indicates that all the 
buying orders given from abroad were not based on sound 
business principles. Abnormally active trade in any market 
brings in a fresh class of trader of an abnormal brand, and the 
reactions that invariably develop are largely due to the manner 
in which this class of trader operates. 

A certain literary man once remarked that “nothing succeeds 
like excess.” Were he alive now he might have been tempted 
to add, as an exception to this rule, the E.P.D. The trouble 
about all excesses is that they have limits beyond which some- 
thing very unpleasant happens. The world has had, and is still 
having, an excess of wars, high prices, currencies, banking credits, 
and also of advice from politicians. Since they handed out their 
Peace Treaty we have almost daily been told to “produce,” 
‘produce’ and all would be well. Production is only useful if 
the corresponding consumption is at hand. 

The pre-war nations had a working sort of relationship with 
each other in agriculture, in industry, and in commerce, and the 
prices of most things had a relative basis. Millions of people 
are now outside the effective world market. Those now inside 
that market are producing many things in excess of their internal 
needs. Textiles, tea, rubber, hides, and ships, for example, 
might be mentioned, and, as a consequence, the insiders are short 
of many things which those outside formerly produced for them 
and exchanged for the surpluses now appearing. 
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What is the use of telling Lancashire, with its short time, and 
its yardage output only half of 1913, to increase production when 
buyers are insufficient? You cannot now have millions of people 
outside the world market without disastrous results to everyone 
—in a world that was organised before the war on the basis 
of the inclusion of all producers and consumers. The peoples 
of Central and South-Eastern Europe and of the old Russia must 
be promptly got into the world’s market again, otherwise the 
economic and political condition of those now inside the effective 
market may soon become not unlike the condition of those 
outside. 

That is a vital problem which the Allies and America ought 


to have dealt with in Paris in 1919. 
R. C. WYSE 








CURRENCY INFLATION AND PRICE MOVEMENTS 
IN AUSTRALIA! 


I. INTRODUCTION. 

THE controversies and discussions which war-time finance has 
given rise to in England and other countries have little or no 
counterpart in Australia. For, though prices have steadily risen 
and the cost of living has become a serious menace to the standard 
of life, there is but little attempt to investigate adequately the 
economic causes of these problems. Commissions and price-fixing 
tribunals have been appointed by both State and Federal authority 
to consider the general causes and effects of rising prices. These 
have been content to consider the cost of production of particular 
commodities and to measure the increased cost due to increased 
prices of raw materials, higher wages, or rising interest rates. 
Thus the Interstate Commission has been engaged for several 
months investigating the prices of commodities, and has issued 
eleven reports. The Commission found that raw materials had 
increased in price, wages were rising, the exportation of some 
commodities had affected their prices, monopolies were present 
in some cases, and large profits had also been made.? Though in 
the Report on Groceries the large Government expenditure and 
the note issue are referred to as producing “a volume and velocity 
of circulation unprecedented in our history,”* the currency factor 
is not generally considered as an important cause of rising prices. 
But the considered experience of other countries—e.g. England * 
and America °—during the war has given prominence to general 
currency inflation as the main cause of rising prices. This factor, 
however, cannot be applied to Australian conditions wichout 

1 The writer wishes to acknowledge his great indebtedness to Mr. L. F. 
Giblin, Government Statistician of Tasmania, for many valuable suggestions. 

2 Prices Investigation: Reports by the Interstate Commission of Australia. 

3 Report No. 6, p. 56. 

4 Professor J. S. Nicholson: Statistical Aspects of Inflation; the Journal 
of the Royal Statistical Society, July, 1917, Vol. LX XX, Part IV, p. 487. 

5 Professor E. W. Kemmerer: Inflation; The American Economic Review, 
June, 1918, Vol. VII, No. 2, p. 247. According to an official paper of the British 
Government (Cd. 434) there is a close connection between the growth of currency 
during the war end the rise in wholesale and retail prices both in belligerent 
and neutral countries. 
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careful consideration of local circumstances; for in Australia the 
export and import trade is so important as to affect the general 
price level considerably, apart from the operation of purely local 
factors. Thus, while the value of production in 1917 was 
estimated at £283,000,000,° the total foreign trade (imports plus 
exports) for the year 1916-17 was actually £174,000,000. Thus 
we draw so extensively upon other countries for many commodi- 
ties, while at the same time the prices of our great staple pro- 
ducts are so greatly affected by the foreign demand for them as 
to render the Australian price level more a product of two sets 
of factors, domestic and foreign, than is the case in most other 
countries. It is thus necessary to consider the whole problem 
relative to Australian conditions before any general conclusion may 
be stated concerning the relation of currency and prices. It was 
with this object in view that an investigation into Australian 
currency and price problems was undertaken by the writer. The 
results of this investigation are embodied in this article, and it 
is believed that they will be of interest, not only because of the 
local conditions described, but also because of the confirmation of 
monetary theory afforded by Australian experience. 


II. DESCRIPTION OF DATA. 


The data drawn upon for the investigation were taken mainly 
from the Reports of the Labour and Industrial Branch of the 
Commonwealth Bureau of Census and Statistics, the Common- 
wealth Year Books, and the Quarterly Abstract of Statistics, all 
published by the Bureau of Census and Statistics. The Parlia- 
mentary Debates also provided much general information, while 
the Annual Statements prepared by the Federal Treasurer (Par- 
liamentary Papers) were also useful. These publications contain 
information upon the note issue, banking and credit, production 
and trade conditions, shipping and commerce. Though inade- 
quate in some minor details, this information is sufficiently 
complete to measure accurately changes in these factors over a 
period of years. 

There are three official price index-numbers for Australia— 
Wholesale, Cost of Living, and Import and Export. The whole- 


* Commonwealth Year Book, No. 12, p. 1192. It may be noted that this 
estimate of production is incomplete inasmuch as workshops in which no power 
1s used and less than four hands are employed are excluded from manufacturing 
industries, while no doubt some minor rural activities also escape notice. 
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sale price index-number is based upon the Melbourne wholesale 
prices of ninety-two commodities divided into eight main groups. 
The cost of living index-number is based upon the retail prices 
of forty-six commodities and house rent in 150 towns in the 
Commonwealth, and separate index-numbers are computed for 
the six capital towns and for thirty towns, five in each State. 
The commodities are divided into four groups, as follows: 
(a) Groceries, 18; (b) dairy produce, 7; (c) meat, 21; (d) house 
rent. If house rent be omitted, the index-number may be used 
as a measure of retail prices, though deficient, as are most retail 
price index-numbers, in that they exclude clothing, footwear, and 
other commodities for which standard grades and qualities are 
difficult to define. It is with this proviso that the retail index- 
number is used in this article. The import and export index- 
number is based upon forty-four commodities, divided into six 
main groups, the prices used being obtained by dividing the total 
value of each commodity by the quantity imported or exported 
in the same year. In all three index-numbers the base year is 
1911, and for the purpose of weighting the method of “aggregate 
expenditure” is used. Further facts relating to these index- 
numbers will be given in the text where relevant.’ 

Of the other factors coming within the scope of the investiga- 
tion little need be said. It is not possible to obtain complete 
statistics of the gold circulation before the war, but the Treasury 
now publishes weekly statements of the total issues of Australian 
notes and the amounts held by the public and the banks respec- 
tively. The amount of money in circulation during the war can 
therefore be given. For banking, complete statistigs of reserves 
and deposits are given in the Commonwealth statistics, and the 
clearing-house figures for the five mainland capitals are procur- 
able. Estimates of total production are made by the Common- 
wealth statistician, and information upon trade and commerce 
is also to be found in the Commonwealth statistical publications. 
Thus, in general, data are available sufficient for testing the 
equation of exchange in Australia, though not with the same 
accuracy as has been done for the United States from 1896 by 
Professor Irving Fisher. 


7 No attempt is made here to describe fully the method and scope of price 
measurement in Australia. Such a description will be found in the Labour and 
Industrial Reports, Nos. 1-9 (Commonwealth Bureau of Census and Statistics, 
Melbourne). 
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Before the war the price level in Australia was gradually rising, 
as the following tables show :— 


TABLE I. 


Melbourne Wholesale Prices, Index Numbers, 1901-13. 












































IJ. HE. EV. Ve VE VEE VERE EX. 
ae g secs 
62 = 3 By 
Year. io oS 3 8 fy : § B= 
63 /S¢ | 29 ge $ 2 a (Om 
$2 833/52 | 2 2 | & & ise 
BO SHO! ty A a a °) ac 
1901-5 .. 917| 820] 995 1,032 | 957 1,174) 840| 891 97° 
1901 1,061 7V74 928 1,029 1,048 1,345 841 917 974 
1906 882 978 916 972 923 | 1,110 896 864 945 
1911 1,000 | 1,000 1,000 1,000 1,000 | 1,000 1,000 1,000 | 1,000 
1912 1,021 | 991 | 1,370 | 1,206 | 1,052 1,357 | 1,057 978 | 1,170 
1913 1,046 | 1,070 | 1,097 | 1,054 | 1.024 | 1,252 | 1,128 995 | 1,088 
Percentage ) 
Increase -/ 14-1 | 30:5 10-3 2-3 7 6-8 34-3 | 11-7 | 11:8 
1901-5 to 1913 | 
Taste II. 
Cost of Living, Index Numbers, Capital Towns, 1901-13. 
1A If. III. IV. V: VI. 
é Groceries Cost of 
ms E | Dairy and Food. House ' Living, 
Year. 8 | Produce. | Meat. I, II. and: Rent. All 
2 Tit. | Groups. 
; 
— eee eae 
1901-5. . 932 963 1,129 991 766 896 
1901. 916 945 1,101 972 751 8380 
1906 96E | 934 1,053 980 794 902 
1911 1,000 {| 1,000 1,000 | 1,000 1,000 1,000 
1912 | 1,124 | 1,115 1,144 |; 1,129 1,063 1,101 
1913 1,043 | 1,080 1,198 1,095 1,118 1,104 
Percentage In- | 
crease 1901-5; 11-9 12-1 6:1 10-5 46 23-2 


to 1913 J 





It will now be seen that the cost of living index-number in the 
period 1901-5 to 1913 rose by more than 23 per cent., while 
No, 120.—voL. Xxx. 
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the wholesale index-number rose by less than 12 per cent. But 
the great rise of 46 per cent. in house rent in this period was the 
main cause of this disparity, and if this item be excluded and the 
retail price index-number as given in Column IV. of Table IT. con- 
sidered, the rise in retail prices is 10°5 per cent. compared with 
a rise of 11°8 per cent. in wholesale prices. Thus in either whole- 
sale or retail the average annual increase was very slight in the 


last pre-war decade. 


(b) Prices During ‘the War. 


But these steady increases in prices had made the cost of 
living a problem already before the war, and Labour Governments 
turned anxiously to price fixation as a means of coping with the 
evil. From the fixation of wages by Arbitration Courts or Wages 
Boards it was but an easy step to the fixation of prices.* This was 
attempted at first by State Governments, but in 1916 the Federal 
Government, acting under the authority of the War Precautions 
Act, commenced price-fixing operations. In spite of all this, 
prices continued to rise, as the following tables show :— 


TaBLeE III. 


Melbourne Wholesale Prices, Index Numbers, July, 1914,9 to March, 1919. 














1 2 3 4 5 6 7 8 9 
sla 
'¥ ® , : of a a a, 
Year. : 2s | 38 | 8 |e | Ee 8 5 
[ss,;ss|/2s/ Ps! 8 & | Bo g 3 
| os] 88|6&2)3¢2| & ¢ |/sa@/; 2! 
; 2O | Be | Se | AR O a | Oe S) < 
July, 1914 —..| 1,000{ 1,000 | 1,000 | 1,000 | 1,000 | 1,000 | 1,000 | 1,000 | 1,000 
Year 1915  ../ 1,166] 934/ 2,024 | 1,272 | 1,018 | 1,502 | 1,164 | 1,490 1,406 
Year 1916 —..| 1,539 | 1,307} 1,130 | 1,235 | 1,266 | 1,551 | 1,361 | 1,716 | 1,318 
Year 1917 —_..| 1,919] 1,841] 1,084 | 1,181 | 1,302 | 1,480! 1,722 | 2,141 / 1,456 
Year 1918 2,197 | 2,314 | 1,351 | 1,210 | 1,378 | 1,469 | 2,448 | 3,085 | 1,695 
March, 1919 2,000 | 1,850 | 1,611 | 1,355 | 1,381 | 1,465 | 2,606 | 3,089 | 1,685 
Percentage in-) | | | | | 
crease July, ‘/ 100 | 85 | 61 | 35 | 38 46 | 160/ 208 | 68 
| 


1914, to J 
March, 1919 














8 Jethro Brown: Prevention and Control of Monopolies, p. 126. ‘The 
public control of prices involves no more than an extension of the principles 
which underlie existing legislation for the protection of the wage-earner.” 

* Labour and Industrial Branch Report, No. 9. 
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TaBLeE IV. 


Cost of Living, Index Numbers, Capital Towns, 2nd Quarter, 1914, to 
3rd Quarter, 1919. 
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z II. III. IV. ¥. VE 
‘iis | | Guesories r brew of 
| | al | and Food, | ouse iving. 
Date. Groceries. | ri. | Meat. | I, th ond Rent. | All g 
| | SEE. |\Groups. 
2nd Quarter | | | 
1914 * . ° | . 1,158 1,150 1,152 
1914 1,062 1,108 | 1,323 1,144 1,135 1,140 
1915 1,272 1,307. | 1,781 1,416 1,081 1,278 
1916 1,279 1,316 2,056 1,495 1,081 1,324 
1917 1,261 1,295 2,022 1,472 1098 | 1,318 
1918 --| 1,342 1,345 | 1,992 1,514 1,143 | 1,362 
3rd Quarter | | | 
1919 H * ™ . 1,708 1,217 1,506 
Percentage 
increase 2nd | | | 
Quart. 1914, } | _— _ | — 47-5 5:8 30:1 
to 3rd | | 
Quart. 1919 | | 





* Figures not available from statistical publications. 


Tables III. and IV. portray the effects of the extraordinary 
conditions brought about by the war, wholesale prices rising to 
September, 1919, by 68 per cent. and retail by 47°5 per cent., 
while the cost of living rose 30°1 per cent. The increase during 
war time may best be observed from the comparison afforded by 
Table V. :— 


TABLE V. 


Price Increases Before and During the War. 











Wholesale Retail | Cost of 
Prices. Prices. | Living. 
Percentage increase in— 
(a) Last pre-war decade... .. 11:8 | 10-5 | 23-2 
(b) Five yearsofwar ..  .. 68 | 47-5 | 301 








The war-time increases shown in this table, though small com- 
pared with similar movements in most countries, must be con- 
sidered as quite abnormal in a country like Australia with 
abundant supplies of the necessaries of life. But, whether these 
movements were due to influences operating within the Common- 
wealth or to influences over which Australia had no control, is 
a question which requires careful consideration. In order to 
estimate the importance of local factors, an attempt must be made 

LL 2 
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to measure the respective influences of each on the price level. 
For this purpose it is necessary to describe the chief features of 
banking and currency in Australia at the outbreak of war and 
the subsequent financial measures adopted by the Government. 


IV. BANKING AND CURRENCY IN AUSTRALIA. 


According to Section 51 of the Commonwealth Constitution 
Act, the Commonwealth Parliament has power to legislate with 
respect to banking. On the basis of this power two important 
Acts were passed in 1910—the Australian Notes Act and the Bank 
Notes Tax Act. According to the former, the Commonwealtb 
Treasurer was authorised to issue notes which would be legal 
tender throughout the Commonwealth and redeemable at the 
seat of Federal Government.’® The notes were to be issued on 
the partial deposit system adopted by the Bank Charter Act of 
1844 in England. For amounts of notes issued less than 
£7,000,000 a 25 per cent. reserve of gold was to be held, but for 
all issues above £7,000,000 a reserve in gold equivalent to the 
face value of such issue was required. Under these circumstances 
there was little danger of an over-issue, but in 1911 the Act was 
amended so that the ‘Treasurer was required to hold “in gold coin 
a reserve of not less than one-fourth of the amount of Australian 
notes issued.” This amendment, strongly resisted by bankers 
and others," was not acted upon until September, 1914, but subse- 
quent to this date the Government used it freely, with what 
results will be seen later. ‘The other Act referred to above—the 
Bank Notes Tax Act—imposed a tax of 10 per cent. per annum 
on all bank notes issued by any bank in the Commonwealth after 
the commencement of the Act. The effect of these two Acts was 
to concentrate practically the whole issue of notes in Australia 
in the hands of the Federal Government, so that on June 30th, 
1914, the note circulation of the private banks had fallen from 
£3,748,482 in 1910 to £306,809. On the same date the issue of 
Australian notes stood at £9,573,738.44 


10 ** Tt provides for an Australian paper currency of legal tender, payable 
in gold at the Treasury of the Commonwealth and there alone.” The Prime 
Minister (Mr. Andrew Fisher), 9th August, 1910, Parliamentary Debates 
Vol. LV., p. 1242. 

11 Thus the manager of the Bank of New South Wales, in a communicaton 
to the Prime Minister, strongly deprecated any alteration in the gold reserve, and 
reminded him that a very large proportion of the notes outstanding is held by 
the bankers as part of their cash reserves. Speech by Mr. Alfred Deakin, 19th 
December, 1911, Parliamentary Debates, Vol. LVIII., p. 4841. 

Ma The Commonwealth Government is now proposing to place the issue of 
notes under the Commonwealth Bank, but legislation to this end has not yet 
been introduced by the Government. 
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Meanwhile, in 1911, the Commonwealth Government had 
established the Commonwealth Bank, which has no right of note 
issue, but otherwise performs all the functions of a bank of issue. 
The Bank commenced operations in 1912, and was well estab- 
lished when the war commenced. It has greatly assisted the 
Government in financing the war, and was especially helpful in 
floating war loans and in establishing the enormous issue of Aus- 
tralian notes which the financial policy of the Government 
necessitated. With a State monopoly of the note issue and a 
State Bank, Australia was in rather a unique position for financ- 
ing a war. How the situation developed under these influences 
may now be shown. 


V. WAR-TIME FINANCIAL MEASURES. 


Though the outbreak of war did not precipitate a crisis in 
Australia, the Government was forced to devise financial ex- 
pedients to meet the new situation. One of the first steps taken 
was to increase the note issue, and for this purpose the Govern- 
ment took advantage of the Act of 1911 amending the Australian 
Notes Act referred to above. As a result the note issue rose 
from £9,573,738 in June, 1914, to £32,128,302 in June, 1915, 
while the percentages of reserve at the respective dates were 
12°9 per cent. and 34°34 per cent.” An embargo was placed on 
the export of gold from Australia, and when the Associated Banks 
of Victoria agreed to settle their daily differences through a 
reserve of notes where before gold was required,"* it was a com- 
paratively easy matter for the Commonwealth Government to 
increase the note issue very rapidly. For the Banks now accepted 
the notes as full legal tender for the settlement of debts among 
themselves, and the Commonwealth Bank, however deeply 
indebted to other banks, could always find a ready means of 
relief in the Australian notes through which it enjoyed an un- 
limited clearing reserve. Since gold could no longer be exported, 
and as the banks were freed from the necessity of maintaining 
large gold reserves for clearings, the reserve of gold at the 
Treasury rapidly expanded, being £4,107,000 in June, 1914; 
£11,035,000 in June, 1915; and £16,113,000 in June, 1916. Now 
hefore the war the gold standard has been safeguarded by (i) the 


12 See Table VI., p. 494. 

13 “ But in September, 1914, the principle of settling exchanges between 
banks in gold was abandoned for settlement in Australian notes.” Butchart : 
Money and its Purchasing Power, p. 28. 

14 Similar arrangements for effecting clearings exist in Sydney, Brisbane, 
Adelaide and Perth, and the amount of clearings is published from week to week. 
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maintenance of the original restrictions on the note issue as 
defined in the Australian Notes Act of 1910, (ii) the use of gold 
as a reserve for bank clearings, and (iii) the free export of gold. 
Within three months from the declarations of war these safe- 
guards had all been surrendered. The note issue was restricted 
by a 25 per -cent. reserve only in a country where new gold 
supplies were forthcoming yearly,” the export of gold was pro- 
hibited, and the banks had adopted Australian notes as a basis 
for clearings. The gold standard was thus in practice abandoned, 
and Australia had a note issue which was virtually inconvertible 
inasmuch as the banks had adopted the notes for clearing pur- 
poses and would not press the Treasury for gold, where alone the 
notes were legally convertible. It may be noted, however, that 
the opportunity thus allowed for increasing the note issue enabled 
the Government to lend some £19,000,000 to the States from 
the notes fund, upon which interest was earned, while at the same 
time £7,475,000 was used by the Commonwealth for purposes 
of public works and redemption of loans. But this is a doubtful 
gain inasmuch as many public works undertaken with this money 
available might otherwise have been suspended during the war, 
and, in so far as they were not necessary immediately, a much 
required economy would have been achieved. 

But the embargo on the export of gold was the really vital 
factor in the situation. Full play was given to local influences, 
and, while all factors tended to promote an increase in the note 
issue and, as will be seen later, an increase in bank deposits also, 
the normal corrective operating through the foreign exchanges 
was absent. Hence the conditions were such as to favour the 
inconvertibility in practice of the note issue and to promote 
inflation. 

But the financial measures thus outlined were necessary to 
the Government for its method of financing the war. Up to 
June 30th, 1919, out of a total war expenditure of £311,452 ,248, 
only £45,958,584 was paid out of revenue,’ and of this almost 
the whole amount was expenditure incurred in debt charges, 
sinking fund and interest, war pensions, and _ repatriation. 
Towards this total loan expenditure of £265,493,664 war loans to 
the amount of £194,086,462 were raised in the Commonwealth. 
Now the methods adopted in raising these loans is of great 
importance. Seven war loans and a “peace” loan have been 


18 From 1914 to 1918, inclusive, the production of gold in Australia amounted 
to over £35,000,000. 

16 Federal Treasurer: Budget Statement, October 8th, 1919, Parliamentary 
Debates, No. 95, p. 13063. 
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raised, and as the financial pressure became more severe the 
Government saw the necessity of inducing everyone to become a 
war-loan investor. Thus the number of applications increased from 
18,748 in the first loan to 243,194 for the seventh. Arrangements 
were made with banks and savings banks whereby investors might 
be required to deposit only 10 per cent. of their total intended 
purchase, paying the remainder in instalments over a period of 
six months.” In this way banks gave advances to investors, thus 
promoting an expansion of bank deposits, and in cases where 
customers failed to pay their instalments the bankers doubtless 
assisted them further.’* The expansion of credit caused through 
this and other factors to be noted later was greatly facilitated by 
the increasing issues of Australian notes which formed @ con- 
venient legal tender reserve for banks. 

Such, then, were the most important financial measures 
adopted by the Government for the purposes of financing the war. 
They involve a virtual surrender of the gold standard, and, with 
the adoption of notes as a basis for settling exchanges between 
banks, there was ample opportunity to issue large quantities of 
notes. In the words of a practical banker : “This at once opened 
the door for the Commonwealth Treasurer to create vast deposits 
by simply printing notes and paying them in over the counter 
at the Commonwealth Bank. These notes created deposits in the 
books of the Commonwealth Bank. Against the deposits the 
Government drew its cheques. . . . These cheques transferred the 
deposits from the Commonwealth Bank all over Australia.” ® To 
this must be added the effect of war finance and the adoption by 
the banks of Australian notes as a legal tender reserve. 


VI. CURRENCY INFLATION. 


If we accept the definition of inflation that “it is only present 
in so far as the expansion is made greater than it would other- 
wise be in exactly similar circumstances by some definite act of 
interference on the part of the Government with the rules by 
which monetary and banking arrangements are governed,” un- 


17 Prospectus of ‘* the Peace Loan.” A criticism of Australian war finance 
though interesting in itself, would overburden an already long article. Suffice 
it to say that the criticisms of war finance appearing from time to time in this 
JOURNAL are applicable to Australia even more so than to England. 

18 “ The support given by the banks of Australia and New Zealand to previous 
War Loan issues has helped to swell the sum total of advances appearing in the 
quarterly return.”” The Australasian Insurance and Banking Record, August, 
1919, Vol. XLIII., No. 8, p. 614. 

19 J. R. Butchart : Money and its Purchasing Po: r, p. 29. 

20 A. C. Pigou in the Economic Journal, Vol. XXVII., p. 489. 
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doubtedly the currency of Australia at the end of the war was 
inflated and remains so at present. For the Government has 
prevented the export of gold, has created a huge note issue which 
in practice in inconvertible, and has by its financial policy 
encouraged an expansion of credit. The following table shows 
the growth of the note issue :— 











TABLE VI. 
Australian Note Issue, 1910—-1919.74 
I. TI. Til. 
| Percenta; 
- ge Propor- 
Gold Reserve. | Total Issue. ten okt to 1. 
| 
£ £ 
Dec., 1910... 1,140,344 | 3,389,476 33-65 
June, 1911... 3,227,287 | 7,986,223 40-41 
June, 1914... 4,106,767 9,573,738 42-90 
June, 1915... 11,034,703 $2,128,302 34°34 
June, 1916... 16,112,943 44,609,546 36°12 
June, 1917 - 15,244,592 47,201,564 32-29 
June, 1918... 17,659,754 52,535,959 33-61 
June, 1919... 24,273,622 55,567,423 43-68 
Sept., 1919 .. | 23,741,104 55,269,719 42-95 





From June, 1914, to June, 1919, the note issue increased by 
nearly three-fold, but the reserve was at the high figure of 43 per 
cent. at the end of the period. The enormous increase from 1914 
to 1915 in both reserve and issue is interesting and portrays the 
influence of the financial measures adopted by the Government. 
The increase in the reserve was due doubtless to the transfer of 
gold from the private banks to the Treasury and to the embargo 
on the export of gold. The maintenance of the proportion of 
reserve to liability was considered by many as a guarantee against 
redundancy. Among these were the Commonwealth Treasurer, 
who in 1918 maintained that the position was sound and that 
the reserve was adequate.” But the issue was certainly in excess 
of the actual currency requirements, and even the amount held 
‘by the public was almost double the estimated circulation of 
both gold and notes before the war. The Commonwealth Statis- 
tician estimates that prior to the war the amount of gold in 
circulation “lay somewhere between the limits of £5,700,000 and 
£7,800,000,” 8 while the notes in the hands of the public at the 

31 The Budget, 1919-20, Parliamentary Papers, 1919, p. 88. 

23 “*T do not consider that we are within the danger zone. What should be 
the extent of currency reserves is largely a matter of opinion. I feel that at the 
present time the Australian note issue is perfectly safe.” Mr. W. A. Watt, 


Parliamentary Debates, 1918, No. 32, p. 4329. 
% Commonwealth Year Book, No. 9, p. 772. 
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outbreak of war amounted to £4,800,000. If the circulation of 
gold before the war be put at £6,800,000, then there was a total 
circulation of notes and gold of £11,600,000. According to the 
last Budget, the notes held by the public in June, 1919, amounted 
to £20,485,675, giving a total increase of 82 per cent. It is thus 
apparent that the action of the Government had increased the 
amount of money proper. . 

But the influence of the note issue was not confined to this 
factor, as may now be shown :— 


TaBLE,VII. 
Bank Deposits, 1901-14. 
(In thousands.) 











& ¥E. III. IV. V. VI. 
° Coin Percentage of 
Quarter Deposits. Bullion | Reserve. 
ended : = ee and Pc oleracea 
June 30th. | Not bearing |Bearing*) Aust. | | 
Interest. Same Total. Notes. | IV to L./IV to IIT. 
£ £ | £ £ 
1901 .. ..| 37,458 54,029 | 91,147 19,781 | 53 ; 22 
1906 .. mae 41,036 65,479 | 106,515 22-681 | 685 21 
1909 .. oe 46,813 70,945 | 117,758 26,298 | 56 21 
1910... os 55,234 74,657 129,891 30,150 | 55 25 
TOE .. os 62,227 81,220 143,447 33,471 54 23 
1982... --, 65,409 84,398 149,807 34,121 | 5&2 23 
ROES <% ace 62,013 85,121 147,134 36,106 | 58 25 
1914 .. 70,195 89,014 159,209 41,447 | 58 26 
Percentage 1 | | 
increase of 
1914 over J | 50 25 35 57 om, ps 
1909 | | 
} 








* After 1912 the deposits given in the Commonwealth statistics include the 
deposits at the Commonwealth Savings Bank. These latter are given separately 
as at the end of each quarter and not the average for the quarters. Figures for 
the amount at the Commonwealth Savings Bank thus given have been deducted 
from ‘‘ Deposits Bearing Interest ” and thus also from ‘‘ Total Deposits.” 


Bank deposits are shown here to have increased rapidly even 
before the war, the last five years producing an increase of 35 per 
cent. in total deposits and 25 per cent. and 50 per cent. in 
deposits bearing interest and deposits not bearing interest respec- 
tively. This division of deposits is very convenient; for those 
not bearing interest may be regarded as deposits on current 
account and subject to cheque, while deposits bearing interest 
may be regarded as fixed deposits. The former afford a good 
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indication of the degree to which banks are making advances to 
customers, while the latter show how far real deposits are being 
increased. It is interesting to observe from this table the growing 
tendency for banks tc make advances, thus expanding their 
deposits subject to cheque at a much greater rate than their fixed 
deposits. But the proportions of reserve were maintained at 
fairly stable figures, being on the average 55 per cent. on deposits 
subject to cheque and 23 per cent. on total deposits, though both 
figures showed an upward trend. It is evident, however, that 
it was the practice of banks to maintain the proportion of reserve 
to total deposits and to deposits subject to cheque at these high 
rates. If anything occurred to increase the reserves, it would 
be possible to increase the deposits; and this is exactly what 
happened during the war period, as may be seen from 
Table VIII. :— 


TABLE VIII. 


Bank Deposits, 1914-1919. 

















I. II. IIT IV. V. VI. 
| » 
Deposits. . Percentage of 
Quarter “ | —. | @ Reserve. 
ended ae a7 so | and Aust er 
June 30th. Not Beari | . | 
nove’ | Bearing | tnterest* | Total. | Notes. | ry tor] Iv toll. 
| Interest. | 
1914..... ..| 70,195 | 89,014 | 159,209 | 41,447 | 58 | 26 
1915 .. ..| 75,381 92,177 | 167,558 | 55,378 3 | 33 
1916 .. ..{ 92,822 90,641 | 183,463 | 58,312 63 | 34 
1917 .. ..| 105,466 91,384 | 196,850 53,777 | 62 27 
1918... —..|_ 112,262 97,276 | 209,548 | 56,360 | 50 | 27 
1919 .. ..{ 118,989 | 112,281 | 231,270 | 57,894 49 | 25 
Percentage | | | 
increase of 67 | 6 45 | 40 —|{|— 
1919 over 1914 { | 








* See note to Table VII. 


During the five years of war total deposits increased by 45 
per cent., a rate of only 10 per cent. greater than the increase 
in the previous five years. But, while fixed deposits in the two 
periods increased at almost the same rate (25 per cent.), the 
deposits subject to cheque increased by 50 per cent. in the pre- 
war period and by 67 per cent. during the war. The proportions 
of reserve rose on the first shock of, the war, but fell steadily 
after 1915, the fall being most marked in the proportion of 
reserve to deposits subject to cheque. But these proportions 
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remained comparatively high under the circumstances, the main 
reason for this being the convenient reserve found in the increas- 
ing issues of Australian notes. The relation between columns I. 
and II., however, is the most interesting feature of this table. 
While fixed deposits were increasing at the normal] rate the 
banks were making more extensive advances than hitherto, thus 
increasing rapidly their deposits subject to cheque. This may be 
accounted for by (a) the assistance rendered by the banks in 
financing the Government purchase of wheat and wool for export 
abroad while shipping was scarce; (b) the parts the banks have 
played in financing the war; and (c) the large importations after 
the Armistice necessitating recourse to the banks.** These factors 
all tended to increase deposits subject to cheque and thus to pro- 
mote an expansion of the currency. But it is doubtful whether 
the actual increase in deposits subject to cheque is a fair indica- 
tion of the consequent increase in currency. This increase in 
deposits was caused, not through a trade boom, but in part by 
financial stringency owing to the shortage of shipping, and in 
part to assist the Government to purchase commodities necessary 
for its conduct of the war. Now in the former case the deposits 
were created mainly for the benefit of farmers, who would use 
them, not to create new industries, but to finance their ordinary 
undertakings. In this way it is probable that the velocity of 
circulation of credit would be much less than would be the case 
with a corresponding increase of credit advances for industrial 
purposes. In the latter case the Government used the deposits 
to purchase ordinary consumption goods mainly, for there were 
no great war industries, or to pay the soldiers, both of which 
actions would increase the purchasing power of the people. Thus 
only part of the increase in deposits must be regarded as producing 
a real addition to the currency, and the net effect on the price 
level would be less than is suggested by the actual figures. 

The final evidence available of the expansion of the currency 
is to be found in the clearing house returns. These are given 
here only for Melbourne and Sydney, as the return for clearings 
at the other State capitals are not complete for the period under 
review. 

These show an increase from 1914 to 1919 of 81 per cent. for 
Melbourne, 69 per cent. for Sydney, and 75 per cent. for Mel- 
bourne and Sydney together. ‘The corresponding increases for 
the period 1909-14 are 25 per cent., 46 per cent., and 36 per 


24 The Australasian’ Insurance and Banking Record, Vol. XLIII, No. 8, p. 614. 
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cent. Here, again, there is evidence of a special expansion of 
the currency in war time, and from the above account it is clear 
that this expansion was due mainly to the financial measures 
adopted by the Government. Thus far there has been inflation 
in Australia, and it became most marked in 1918 and 1919, when, 
as shown by Table IX., there was an abnormal increase in bank 








Taste IX. 
Clearings in Melbourne and Sydney, 1913-19. 
i. a1. III. IV. 
| Melbourne | Increase over Sydney Increase 
Year. | Clearings. | Previous Year Clearings. | oe 
8s. : Bs. \Previous Year. 
| 
£ | £ £ | £ 
1913 | 297,256,000 6,206,000 (decrease) | 348,741,000 18,120,000 
1914 299,668,000 | 2,412,000 | 353,068,000 4,327,000 
1915 | 299,294,000 | 374,000 (decrease) | 357,803,000 | 4,735,000 
1916 | 357,788,000 | 58,494,000 422,371,000 64,568,000 
1917 | 377,300,000 | 19,512,000 444,532,000 | 22,161,000 
1918 493,768,000 | 116,468,000 552,216,000 | 107,684,000 
1919 544,211,000 | 50,443,000 590,097,000 | 37,881,000 


) 





25 Statistics of the Bankers’ Clearings in the several Australian States prepared 
by G. H. Roche, Secretary Associated Banks of Victoria. It should be noted 
that the statistics for Melbourne and Sydney are not comparable as measures 
of the volume of transactions in the two centres, for in Melbourne, where banking 
is distributed over a number of banks, the clearings are relatively much larger 
than in Sydney, where banking is concentrated mainly in the hands of two large 
banks. But the relatively greater rate of increase in the Melbourne figures 
during the war reflects the influence of the Government’s financial measures. 


clearings. Whether this inflation was the cause of the increase 
in prices must now be considered. 


VIL. Pricks AND THE Note ISSUE. 


One way of measuring the relation between the expansion of 
the currency and the price level is to consider the connection 
between price movements and the note issue. It has already 
been shown that the issue of Australian notes was the main 
influence whereby a general expansion of bank credits was 
possible, and it would therefore appear that the fluctuations in 
prices might be in some degree dependent upon increases in the 
note issue. In order to test this, the average quarterly issue of 
Australian notes from July, 1914, to December, 1918, were com- 
pared with both wholesale and retail prices. The following table 
gives the simple comparison :— 
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TaBLE X. 


Comparison of Quarterly Issues of Australian Notes with Wholesale and Retail 
Prices, July, 1914, to December, 1918. 











| | 
Retail | wo iff 
- Aus. | btoes | ee Differences. 
ies | tralian | Food and | ——_—— oo ; 
arene | Notes | Groceries | (ndoe | AUs- — Rotail | Whole- 
| (millions). (Index) | Nos.) | tralian Pri | gale 
Nos.). | sd | Notes. | TICES. | Prices 
Asa atl | ea ps ee ete pees eee 
| «¢ 
1914 3rd Quart. | 12 116 118 — 
4th , | 17 117 122 | +5 1 4 
Ist, 25 125 1399 | ++8 | +8 7 
— 2nd, | 30 138 166s +5 -13 27 
ee 36 156 182 +6 -18 -16 
aon ,, | 41 152 154 +5 ~& — 28 
= » | 43 155 150 +2 - 3 4 
i9ig/ 2nd ss 44 152 149 +1 -3 - 
3rd | 45 149 150 +1 - 3 1 
4th 99 46 146 151 a 3 ] 
1st se | 47 146 152 t+] 0 - J 
ioigi2nd | 47 147 159 0 I 7 
| seh a 47 149 171 0 2 12 
4th a 47 150 180 0 1 9 
Ist ea 51 151 188 t+ ] 8 
igi 2md Ss | 88 153 194 +2 2 6 
. 3rd_g,_st 54 150 195 +1 3 ] 
4th 59 154 196 +5 a3 ml 


cae | | oe 





This table suggests that there is general agreement between 
movements in the note issue and movements in wholesale and 
retail prices, but it by no means establishes a direct connection. 
It is necessary to try a further test. For this purpose the ratios 
between the successive numbers in each series were taken and a 
lag of three months allowed for the movements in prices; for, 
if there be any connection between the note issue and prices, it 
is certain that movements in the former would precede move- 
ments in the latter by at least one-quarter. This procedure, more- 
over, is suggested by Professor Nicholson’s investigations in 
England. Table XI., p. 500, gives these ratios. 

The correspondence in these series is perhaps more striking 
than was the case in the previous table. The ratios move in 
comparative agreement for the first three and the last ten terms, 
the movements for the remaining three being in somewhat 
different directions. But, though the movements are mainly in 
the same direction, the magnitudes differ considerably, more 
especially with the first five terms. This suggests that the effect 
of the sudden increase in the note issue was distributed over a 
period of a year or more; but it is interesting to observe that for 
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TaBLe XI. 
Quarterly Ratios of Notes, Wholesale and Retail Prices, with Three Months’ Lag. 





Retail | Wholesale 





Year. Quarter. | Notes. | Year. | Quarter. Prices. Prices. 
1914 =| 3rd-4th | 142 | 1914-15 | 4th-Ist 107 | 3 
1914-15 | 4th-Ist | 147 || Ist-2nd 110 120 

{| [stand } 120 | 1915 |  2nd-3rd 113 110 

1915 2nd-3rd | 120 | 3rd—4th 97 85 
(| Srd-4th | 114 | 1915-16 || 4th-Ist 102 98 
1915-16 4th-Ist | 105 | Ist-2nd 98 99 
{  Ist-2nd | 102 1916} 2nd-rd 98 101 

1916 2nd-3rd | 102 {| 3rd-4th 98 101 
| 3rd—4th | 102 || 1916-17 4th-Ist 100 101 
1916-17 4th—Ist 102 Ist—2nd 101 103 
( Ist-2nd 100, 1917 J) 2nd-3rd 101 108 

1917 4 2nd-3rd| 100 | 3rd-4th 101 105 
| 3rd-4th | 100 | 1917-18 4th-Ist 100 104 
1917-18 4th-Ist 108 | j,  Ist-2nd 101 103 
1018 Ist-2nd | 104 | 1918 2nd-3rd 98 101 
2nd-3rd | 102 (| 3rd—4th 103 101 

| | | 


| 
| j )) 





later years, when the increase in the note issue was but slight, 
the increase in prices was also slight. 

In order to test this agreement further, the co-efficients of 
correlation between these series of ratios were calculated, a test 
which is much more conclusive than the correlation between the 
crude figures of series which are both increasing over a period.** 
These co-efficients were (0°81+0°023) and (0°51+40°125) for the 
ratios of the note issue with the ratios of retail and wholesale 
prices respectively. Correlation between the note issue and retail 
prices is thus established to a very high degree, while in the 
case of wholesale prices the correlation, though not so pronounced, 
is certainly also established. In view of this it is possible now 
to affirm the close connection between issues of notes and move- 
ments in retail and wholesale prices, with the proviso that the 
exact nature of this connection is not yet clearly established. 
This will depend to a certain extent upon the degree of relation- 
ship between price movements and total currency, for the thesis 
maintained above is that the increased note issue made possible 
the expansion of bank credits. Other things remaining the same, 
this would cause an increase in prices in proportion to the increase 
in currency. But we cannot assume that other factors were 
unchanged, and therefore an attempt must be made to measure 
these factors. If now the equation of exchange can be calculated 
for Australia, then all these factors, except the influence of 
foreign trade, will be accounted for. 


26 Fisher: The Purchasing Power of Money, p. 295. 
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VIII. THE Equation oF EXCHANGE. 


Statistics for the measurement of the several factors in the 
equation of exchange, with the exception of the velocity of circu- 
lation of money, are available for the war period. For pre-war 
times the difficulty of estimating the amount of money in circula- 
tion *’ presents a formidable obstacle. Since, however, this factor 
is relatively a small item, the error involved in any estimates 
made for it is but slight in the final result. In the equation here 
presented the factors have been calculated as follows : (a) M. The 
amount of money in circulation from 1915 to 1917 is the average 
notes (in millions) held by the public for each year, weekiyv 
statistics of which are published by the Treasury. As gold had 
disappeared from circulation, this is a reliable method of estimat- 
ing M for those years. For 1913 and 1914 the figures are based 
upon the pre-war estimates of the Commonwealth Statistician 
referred to above.* For the remaining years M is estimated on 
the assumption that there was a yearly increase of 5 per cent. 
in this factor. (b) V. The velocity of circulation is measured by 
5 for 1913 as this figure brings MV to about one-twelfth of M’V’, 
a proportion suggested by Professor Fisher's estimates for 
America, after due allowance has been made for Australian con- 
ditions, where credit is doubtless relatively less important. This 
measure remains a constant for all years, a method which is 
sufficiently accurate for pre-war years, but not for the later years 
of war, when money circulated more rapidly. In Table XVI., 
however, where all the factors are given, a rough estimate of 
changes in Y are included, based upon the assumption that the 
growth of urbanisation produced a slightly increasing velocity of 
circulation in pre-war days and that this was accelerated by war 
conditions. (c) M’ and V’. The clearings at Sydney and Mel- 
bourne (in millions) are taken as measures from year to year of 
M'V’. Since deposits at the banks subject to cheque (not bearing 
interest) may be taken as measures of M’, it is possible to obtain 


a measure of V’. Thus it has been possible to obtain a tolerably 


accurate measure of MV +M'V’. 
(d) T. The measurement of T presented more difficulties. 


Simple yearly production was discarded as an adequate measure, 


27 At present the information required for estimating some of the factors in 
total trade is available only up to the end of 1917. Hence the present investiga- 


tion must stop at that year. 
28 Commonwealth Year Book, No. 9, p. 772. 
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and recourse was made to the plan adopted by Professor Fisher. 
The following is the formula used for the calculation of T :— 


p|3(S4t5), (CHO) |. 


Where A is a measure of Internal Commerce, 


- ws ss Overseas Trade, 
xs e Ton Miles of Railway Freight, 
ca 7 Shipping, 

and E,, a Postal Business. 


Internal Commerce was considered to be three times as important 
as Overseas Trade. Professor Fisher weights internal commerce 
six for the United States, but foreign trade there is relatively 
less important than in Australia. Shipping is included, because 
of the importance of water carriage and distance in Australia with 
so scattered a population. Any tendency to overweight this 
factor and railway ton-mileage is offset by the weight of three 
given to internal and external commerce (A+ 8B) in the final 
result. 

The method of calculating A was similar to that adopted by 
Professor Fisher. Quantities of the following commodities pro- 
duced each year were taken: wheat, wool, hay, butter, bacon 
and hams, gold, zinc, tin, coal, together with one-fourth of the 
total number of sheep and cattle in the Commonwealth. These 
quantities were multiplied by their respective prices for 1912 as 
« constant weight. ‘To this was added the total horse-power used 
in factories in tens of thousands, as a measure of increasing 
productivity of manufactures, which is an important factor of 
recent years. The result thus obtained was divided by 2 to bring 
the figures as near as possible to 100 in 1913. B (Overseas Trade) 
was calculated simply by reducing the value of the exports and 
imports in any year to the prices ruling in 1913. This was done 
by means of the export and import index-number calculated by 
the Commonwealth Statistician and described above.?? The 
results obtained may be regarded as an exact measure of the 
importance of overseas trade. The use of this index-number does 
not in any way interfere with the value of the final results of 
the equation. C (Ton-Miles of Railway Freight) is based upon 
the statistics of New South Wales, South Australia, and Tas- 
mania, the only States for which statistics are available for all 
years. They may be regarded as reliable measures of this factor. 
D (Shipping) and E (Postal. Matter) are based directly upon the 
tonnage of shipping cleared and entered and the letters dealt with 


29 Section IT. 
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by the Post Office respectively. The results thus obtained are 
given in the following table :— 
Taste XII. 
Estimation of Trade, 1901-17. 











Year. x. BE. C. D. H E. ¥; 
1901 .. 61 af 61 65 j 44 65 
1906... 74 103 75 so | 63 80 
1910... 96 135 110 93 | 78 103 
a 104 138 116 100 i 91 lll 
19g? 98 134 121 103 | 96 107 
1913. 104 153 135 106 | 104 117 
i914... 103 128 146 107 j 105 113 
1S85 3 112 118 86 | 105 93 
i916... 110 115 133 81 | Fit 110 


1917... 104 102 «139 73; «116 104 
} | | | 

Owing to the difficulties of procuring reliable estimates of M 
und V for years prior to 1913, the equation has been calculated 
only for the years 1901, 1906, 1910, 1911, and 1912 for this 
period. Otherwise the final results might be unduly influenced 
by figures for years when the data were not quite complete. This 
accounts for estimates of T being given for these years only. It 
is interesting to observe that from 1914 to 1917 T decreased by 
about 8 per cent. This would account for a small rise in prices, 
but it has been seen that currency factors were increasing in this 
period, and would thus tend to promote rising prices. But the 
influence of these factors may be seen from the equation of 
exchange calculated by the method outlined above. 


TaBLe XIII. 
The Equation of Exchange, 1901-17. 











Year.) M. | V.|; MV. | MV. | MV+erW./ T. | p.MVEMYV 
| | pf 
1901 70 | 5 , 350 | 338 373-0 65 574 
1906 85 | 5 , 425 | 441 | 4835 80 6-04 
1910, 100 5 | 50-0 536 | 586-0 103. | 5-69 
1911 105 | 5 | 525 | «595 | 6475 111 5-83 
1912} 110 5 | 550 | 634 | 689-0 107 6-44 
1913; 116 | 5 | 580 646 | 704-0 117 6-02 
1914) 116 5 | 580 | 653 | 711-0 113 6-29 
1915; 98 5 | 490 | 657 | 7060 93 7-49 
1916) 139 5 | 695 780 | 849-5 110 7-72 
1917, 1650 5 | B25 822 904-5 104 8-70 





This table contains an estimate of the price level in Aus- 
tralia, the first of its kind known to the writer, by the method 
of measuring the influence of the factors entering into the equa- 
tion of exchange. The figures given in P are a measure of 
changes in the general level of prices, and should be comparable 
with the index-numbers of wholesale and retail prices as measured 

No. 120.—vou. xxx. MM 
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by the Commonwealth Statistician. Such a comparison is made 
in Table XIV. :— 
TaBLeE XIV. 
Comparison of P obtained by Equation with Index Numbers of Wholesale 
and Retail Prices. 
i II. III. EY. 


P by | P on basis [ Wholesale Retail 
Year. oy of 1000 Prices, Prices, 





| Percentage Difference 
| of 




















Equation. ay | Nac | 
a for 1911. | Index Nos. | Index Nos. | Zon III. | II on IV. 
| | 
| 
1901 5-74 984 974 972 | + O01 + 01 
1906 6-04 | 1036 948 | 980 + 93 + 5&7 
1910 569 | 976 1000 =| 1005 — 2-4 — 30 
1911 5:83 1000 1000 =| «©1000 | 0 — 
1912 644 | 1104 1170 | 1129 | — 60 — 2-7 
1913 602 | 1033 1088 | 1095 | — 56 — 55 
1914 6-29 | 1078 1149 | 1144 | — 61 — &7 
1915 7-59 | 1302 1604 | 1416 | —187 — 84 
1916; 7:72 | 1324 1504 | 1495 | —11-9 —11-4 
1917 8-70 | 1492 1662 | 1472 —10-2 + 14 





Though the disagreement between wholesale prices and the 
price level as found by the equation is as high as - 18°7 per cent., 
the general trend of the series given in the table suggests that 
there is some connection between them. In order to test this, 
the co-efficients of correlation between P as found by the equation 
and the index-numbers for wholesale and retail prices respectively 
were calculated. These co-efficients were in both cases 
(0°98+0°008), which suggests almost perfect correlation. But 
this test with the crude figures is by no means conclusive, and 
the co-efficients of the ratios from year to year are required. 
These ratios are given in Table XV., from which the general 
trend of the series in each case may be observed :— 

TABLE XV. 
Year to Year Ratios of P and Price Index Numbers. 











. | Ratios of Ratios of 
oe of Wholesale | Retail 
‘ Prices. | Prices. 
| 

1901-6 “6 ~ 106 | 98 101 
1906-10 ois a 93 105 102 
1910-11 ot és 103 | 100 100 
1911-12 i - 110 LZ 113 
1912-13 Se es 95 93 96 
1913-14 te sis 105 106 105 
1914-15 ae ie 120 139 125 
1915-16... ye 103 94 106 
1916-17 aye es 113 111 98 








These ratios show that of nine changes in P six correspond 
with movements in wholesale prices and seven with movements 
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in retail prices. Thus a graph depicting the movements in these 
series shows considerable agreement, the crests and troughs 
roughly corresponding. Finally, the co-efficients of correlation 
between the ratios of P and wholesale and retail prices are 
(0°77 +0°089) and (0°6740°121) respectively, both of which estab- 
lish a very high degree of correlation. ‘hus the equation of 
exchange may be regarded-as true for Australia, a result which is 
interesting in itself, apart from the light it throws upon the 
situation brought about by the war. From 1914 to 1917 the 
currency side of the equation increased by 27 per cent,, while 
trade decreased by 8 per cent., both of which factors would have 
produced a rising price level. In normal times a decrease in trade 
would be followed by a contraction of credit, and prices would not 
rise to the extent suggested by the decrease in trade. But in 
this case a decrease in trade was accompanied by an expansion of 
credit and currency, which is even more marked in 1918 and 
1919, as will be seen from Table XVI., which gives the equation 
of exchange amended by allowing for an increasing V, and 
containing the currency factors for the years 1918 and 1919. 
Unfortunately, it is not yet possible to measure trade for these 
years. M'V’ is taken as bank clearings in millions, and M’ as 
bank deposits (not bearing interest) in millions. In this way 
V’ may be calculated and all the terms in the equation given. 
These figures should be regarded as measures only and not 
absolute numbers for each year. 
TaBLeE XVI. 
Equation of Exchange, 1901-19, allowing for Changes in ‘‘V.” 





| | | P by 
ary fb he p | equa. 
| | | | | | MV with | tion in 
Year| M. | V. | M..| V. |MV.|M’V%.) + T | Ps | 19¢b | 2 
| Bez XIII 
| | M’V’. s ; 
100. with 
1911 
as 100. 


| 


1901 | 7:0 | 40 | 37 9-1 28 | 338 | 366 65 | 5-6 95 98 
1906 | 85) 4:6 41 10-7 39 | 441] 480 80 6-0 101 104 
1910 | 10:0 | 50) 55 9-7 51! 536) 587 | 103 | 57 97 98 
1911 | 10:5 | 5-2 62 9-6 55 | 595 650 | 111, 5-9 100 | 100 
1912} 11-0] 5:3 65 9-7 58 | 634 690 | 107 | 6-5 110 110 
1913 | 11:6) 55} 62] 10-4 64 | 646 710 | 117 | 61 103 | 103 
1914 | 116), 55) 70 9-3 64 | 653 717 | 113 | 6-4 108 108 
1915 98 | 60; 75 8-8 59 657 716 93 | 7-7 131 | 130 
1916 | 13-9 | 6-5 93 8-4 91 780 871 | 110 | 7-9 134 132 
1917 | 16:5; 7-0 | 105 7-8 | 116 822 938 104 90 163 149 
1918 | 185 | 7-4 | 112 9-3 137 1046 | 1183 —_ —_— — — 
1919 | 20-0*; 7-8 | 119 9-6 | 156 | 1134 | 1290 _ — —_ — 





| | | | | | 
* Estimated from the figures for the first eight months. 
MM2 
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The only important difference between P estimated in this 
way and P obtained from the previous equation is the very con- 
siderable rise in the former from 1916 to 1917 as compared with 
the latter. This gives 2 value for P in 1917 which corresponds 
very closely to the wholesale price index-number (166) for that 
year, though it differs considerably from the retail number (147). 
While it is believed that, in view of the enormous Government 
spending on consumption goods the assumption of an increasing 
V is correct, this equation is put forward as tentative only until 
a better measure of V can be devised. The results obtained in 
the previous calculation given in Table NII1. are sufficient to 
establish the equation for Australia. Table XVI. is interesting 
also for the estimate it contains of V’. This factor declined from 
1914 to 1917, when it commenced to recover. As suggested 
above, the explanation of this is to be found in the nature of 
the bank advances.*” It may further be noted that from 1914 to 
1919 the currency side of the equation increased by 80 per cent., 
and even if we assume a permanent V of 5, as in Table XIII., 
the increase is 73 per cent. It is evident that there was a great 
expansion of the currency in 1918 and 1919, and this no doubt 
is reflected in the increase in prices which has occurred during 
these two years.’ Until the information to measure T for these 
vears is available, the effects of this factor will not be fully known. 

IX. CONCLUSION. 

It is now possible to summarise the results of the investiga- 
tion and to suggest the importance of the several factors affecting 
the price level. The following facts have been established :— 

(i) The considerable increase in prices during the war 
cannot be explained by the operation of economic forces already 
present before the war. 

(ii) The financial measures adopted by the Government 
during the war led to the abandonment in practice of the gold 
standard and to the issue of enormous quantities of Australian 
notes which were virtually inconvertible. 

Giii) There was a considerable expansion of bank credit 
during the years 1914-17, but this expansion was greatly 
accelerated in 1918 and 1919. Such an expansion was possible 
because of the large issues of notes. 

(iv) The action of the Government produced a greater ex- 


30 Section VI. 

531 Tt is interesting to note that in Australia during the war money in circulation 
(notes and gold) increased by 82 per cent., total currency (money in circulation 
and bank deposits subject to cheque) by 67 per cent., while the increases in 
wholesale and retail prices were 88 per cent. and 47-5 per cent. respectively. 
This result corresponds closely to the results obtained for other countries as 
given in the report of the British Government (Cd. 434) noted above. 
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pansion than would otherwise have taken place, and hence 
there was an inflation of the currency. 

(v) This inflation was necessary to the Government for its 
methods of financing the war, but an expansion of credit was 
also caused by the necessity of assisting producers whose goods 
could not reach the European market owing to a shipping 
shortage. 

(vi) There was a close connection between the issue of 
Australian notes and movements in prices during the war. 

(vii) Trade from 1914 to 1917 decreased, but currency in- 
creased, and this suggests, other things being equal, that the ex- 
pansion of the currency was an important cause of rising prices. 

(viii) The equation of exchange is true for Australia in so 
far as this establishes a relationship without any suggestion 
of causal connection. 

There still remain, however, three questions which are not 
definitely solved :— 

(i) How far was the expansion of the curreney a conse- 
quence of increased prices for exports and imports, which are 
so important in Australian economic life? 

(ii) Though the equation of exchange is true, how far may 
the quantity theory of money be considered as established ? 

(iii) How far has the rise in prices been caused by inflation ? 

The only satisfactory solution of these questions is to be 
found through knowledge of the precise influence of the foreign 
market upon the Australian price level. Unfortunately, this can 
be stated here in general terms only. The following table gives 
& comparison of the increase in export and import prices com- 
pared with wholesale and retail. After 1913, owing to the change 
in the trade year, the years are given ending June 30th. 


TaBLe XVII. 
Comparison of Index Numbers.* 








is 113 II. IV. 
Year Import and Wholesale Retail Cost of 
oars Export Price. Prices. Prices. Living.f 
1901 ae 911 974 972 880 
1906 ae 921 948 980 902 
1910 ee 989 1000 1005 970 
1911 Saad 1000 1000 1000 1000 
1912 ae 1067 1170 1129 1101 
1913 ae 1045 1088 1095 1104 
1914-15... 1141 1273 1208 1164 
1915-16... 1298 1590 1540 1344 
1916-17... 1443 1533 1371 1307 
1917-18 .. 1594 1834 1508 1343 





* Labour and Industrial Branch Report, No. 9, p. 78. 
+ Average of the six capital towns. 
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Prior to the war these series correspond closely, as may be 
observed from the graph given in Report No. 9 noted below. 
After the outbreak of the war, though all series rise, thejr move- 
ments are neither commensurate nor always in the same direc- 
tion. There is a fall in all the series except that in column I. 
in 1916-17, and the subsequent rise is more pronounced with 
both wholesale and retail prices than with the prices of imports 
and exports. It appears, then, that during the war there was 
considerable divergence between movements in the prices of 
foreign trade and local prices, whereas in pre-war days there was 
a rather close connection between the two. In explanation of 
this, it may be said that before the war, when the gold standard 
was in operation, prices in Australia could not deviate consider- 
ably from gold prices elsewhere after due allowance had been 
made for the cost of carriage. But the war has changed all this, 
for no longer does the gold standard act as a corrective to the 
foreign exchanges. As Professor Pigou has said: ‘Local action 
is free to push prices up without the normal corrective of an out- 
flow of gold being set in motion.” *® This is the position in 
Australia, and the fact that our prices have increased by about 
half as much as the increase in prices in England*® shows that 
our price level is much more a product of local factors than at 
times when the foreign exchanges are subject to normal control 
under the gold standard. There is also the further consideration 
that even in normal times the Australian price level is influenced 
only partly by external factors, for foreign trade is not as im- 
portant as home trade. It is true that an increase in the import 
and export price level would necessitate an increase in the general 
level in Australia, but, other things being equal, the price level 
would reflect, say, only one-third or one-fourth the increase in 
exports and imports. Now from 1913 to 1917-18 the export and 
import price level increased by 53 per cent., but wholesale prices 
increased by 70 per cent., and retail by 40 per cent.,* both of 
which are higher than can be accounted for by imports and 
exports alone. It must therefore be concluded that local factors 
were operating in addition to the external factor involved in 
foreign trade. 

It is now possible to suggest answers to the three questions 
as follows :— 

(i) Inasmuch as there was an important increase in export 
and import prices, an expansion of the Australian currency was 
32 THE Economic JOURNAL, Vol. XXVII., p. 493. 


33 Cf. Economist Index Number. 
34 The corresponding figures for the period 1901-13 are 14, 12, 12. 
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required if prices were to be kept at the same level as in pre- 
war times. The currency expansion was, however, greater 
than was necessary for this, when account is taken of the fact 
that trade decreased in the period. The expansion of the 
currency was therefore only partly the result of economic 
causes beyond the control of Australia. To a greater degree 
it was the result of the Government’s financial policy. 

(ii) The quantity theory of money is true in Australia in 
the sense that it is true in every country where foreign trade 
is important. Any change in prices will be influenced by the 
exchanges, and in normal times these are controlled in the 
final resort by gold. Hence prices will ultimately depend upon 
the gold supplies, though there may be many fluctuations 
due to other factors, like the V’s or T. An increase in prices 
abroad will be reflected in Australia by an increase in gold 
reserves and a higher price level. During the war the quantity 
theory operated in much more of a closed system, and local 
factors were of more importance. 

(iii) The increase in prices may be explained by one or more 
of the three following factors: (a) Increasing prices in foreign 
trade; (b) diminishing trade and production; (¢) expansion 
of the currency. All these factors operated in Australia, and 
the increased price level was therefore, in part, due to the 
inflation of the currency. 

The general conclusion is that Australia could not have escaped 
an increase in prices, but the financial policy of the Government 
greatly accelerated the rise. Currency inflation, though by no 
means as marked as in other countries, has been an important 
factor in causing rising prices, and its influence will continue to 
operate until the gold standard is restored. This restoration will 
involve a restriction of the Australian note issue, the enforcement 
of gold as a basis for bank clearings, and the abolition of the 
embargo on the export of gold. But, while prices continue to 
increase abroad, these measures will not be a total safeguard 
against rising prices in Australia. 

D. B. CqpLanp 
University of Tasmania. 
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It is a hard saying of Montaigne, and unjust to a humble quad- 
ruped, Tout vice vient d’dnerie. On this side of vice are many 
follies, stupid and obstinate, which may fairly be called asinine. 
Examples are common enough in the conduct of their money 
matters by individuals and by nations; and the historian who 
would complete the catalogue of the financial blunders of the 
Great Powers for the last seven years would find his industry 
taxed. Books and pamphlets critical of monetary theory and 
practice are at a time like the present only to be expected. It is 
more than can be expected that they should tell us much which 
is both new and true. But so much of one’s life is spent in read- 
ing what turns out to be unprofitable that it is useful to receive 
a time-saving indication reinforced by a reasoned opinion. Jt is 
also perhaps something of a duty to combat by argument the 
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acceptance of views which, if incentives to unsound action, may 
be pernicious in consequences. 

We have nothing to fear here and now from such follies as the 
belief that unlimited issues of paper money will make everyone 
wealthy or will finally solve the embarrassments of Governments. 
We are in no danger of such vices as vast paper issues with 
Lenin’s avowed object of impoverishing the capitalist. The brain 
of the Labour party in this country is fully alive to the social 
menace involved in monetary inflation. Measures of this charac- 
ter inevitably bring their own castigation, though the whips of 
fate may descend upon the backs of the children and the children’s 
children. It is easy to demonstrate that our standard of value is 
imperfect, and fatally easy to propound fallacious remedies. The 
danger of such proposals to untrained minds is especially great 
when they emanate from successful men of business whose whole 
interests are opposed to the dislocation of our economic machinery. 
There is a presumption, which may or may not be rebutted, that 
such writers know what they are talking about. Their sincerity is 
beyond question. ‘Their earnestness is attested not only by their 
turning aside to authorship, but by the fervour of their language. 
Their credentials entitle their views to serious consideration. 

But when we look to their writings we find that the eminent 
men of business are by no means in agreement with each other in 
diagnosis of our monetary troubles or in the remedies which they 
prescribe. ‘To borrow a phrase of Macaulay, they are like an acid 
and an alkali mixed which neutralise one another. When they 
do agree to denounce the bankers and financiers we cannot fail to 

dserve that these also are eminent men of business, who mav 
fairly claim to know as much about money, credit, and banking 
as their critics, and would hardly be human if they did not say 
something about the cobbler and his last. The authority of the 
business man in the field of monetary science is thus weakened at 
its source, and we are freed to pass from generalities to a detailed 
examination of the various points of view. 

There is more heat than light in the title of Mr. Kitson’s 
book A Fraudulent Standard. The lawyers have never yet suc- 
ceeded in defining fraud, have indeed considered it inadvisable to 
attempt to do so, human ingenuity in fraud being so versatile as to 
find a way round the boundaries of any circumscribed definition. 
But it is agreed that fraud involves a guilty mind and an intent 
to trick or deceive. To say that Governments which have adopted 
a gold standard have done so with any guilty intention is to assert 
what is not proven and not provable. The purchasing power of 
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gold may rise or fall, and the changes may benefit or damnify some 
members of society to the injury or advantage of others. But 
Governments have not yet been inspired with sufficient foresight 
to know which way the cat will jump, and when they have chosen 
a gold standard have done so because they believed it to be the 
least jumpy commodity suitable for use as money. A lends B 
£100 in gold money for a prescribed period, and on the due date 
B repays £100 in gold. Is honesty satisfied? Not necessarily, 
Mr. Kitson would say. If there has been a general fall in prices of 
20 per cent. during the currency of the loan, £80 would now 
supply A with the same purchasing power as he lent to B, who 
has thus to provide 25 per cent. more in value than the principal 
sum he borrowed. He received cheap pounds and pays back dear 
pounds. The gold standard defrauds him by 25 per cent. But 
the contract was not made in “general purchasing power” or in 
‘“‘nounds of invariable value.”” So far as the change in value goes 
A is no better off than if he had kept the money in his own hands. 
He has had to take his chance of a general rise in prices, in which 
case perhaps Mr. Kitson would say A is defrauded. There is in 
reality no fraud in the matter. The rise or fall is at owner’s risk, 
and is so understood by both parties throughout the transaction. 
We may feel strongly that a tabular standard—working for ex- 
ample through such a change in the official “price” of gold as is 
proposed by Professor Irving Fisher—would be more scientific, 
less likely to upset expectations than a gold standard, and in every 
way a reform of the highest value. If we subscribe, as we do, 
to the statement that a gold standard is gravely imperfect and 
ought to be reformed, we may be inclined to shake our heads over 
the word “fraudulent” and pass on with a charitable murmur 
against unfortunate epithets. 

But this we are not allowed to do. It is insufficient to acquit A 
and B and Governments in general of the vice of fraud. They 
are, it seems, guilty of what Montaigne deems to be the parent of 
vice. They have been so foolish and ignorant as to allow them- 
selves to be duped by the banker, financier, and moneylender into 
adopting a standard of value which the true villain of the piece 
manipulates to his own advantage. He it is who defrauds the 
community. We are told that the gold standard “has placed the 
fortunes of all engaged in trade and industry wholly at the mercy 
of the world’s moneylenders. ‘They have the power to stimulate 
industrial prosperity and to destroy it by increasing or diminishing 
the available gold supplies as well as by the mere manipulation of 
credit. Just now a few of their number are contemplating the 
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most gigantic deal that has probably ever been conceived,” to wit, 
“the doubling of national and incidentally all other debts by 
doubling the present value of our monetary units,” under the cloak 
of deflation, and “restoring what they term our good, sound, 
honest gold currency.” If this plot is successful “it will mean 
either the complete enslavement of the people of this country to a 
soulless money despotism for ages or compulsory repudiation of 
the debt.” ‘The world’s financiers have the power to acquire 
unlimited wealth by merely juggling with prices,” and this power 
exists ‘“‘ mainly by reason of the legal establishment of the gold 
standard.” 

A case can be made out against the stability of the gold 
standard, and a stronger case against the standard diluted with 
great quantities of uncovered paper money. ‘This adulteration, 
which has worsened the standard in point of stability, is admired 
by our advocate of an invariable unit of value. “The first man, 
whether statesman, banker, moneylender or labour leader, who 
attempts to destroy the people’s money—the one pound Treasury 
notes—should be publicly hanged as a salutary lesson pour en- 
courager les autres.’’ We should regret to see this treatment 
meted out to anyone who destroyed our promissory notes, and the 
indictment would be less fearsome if we substituted ‘‘ the people’s 
1OU’s” for “the people’s money.” In 1794 the poor economist 
Linguet, who had kept quiet during the Terror, was dragged 
before the Revolutionary Tribunal on a report that some years 
before, in his writings on taxation and the corn trade, he had depre- 
cated a bread diet, regarding it as a slow poison. He was 
cuillotined forthwith pour avoir injurié le pain, la nourriture du 
peuple! ‘* The people ’’ must be dragged in to justify these public 
executions. Under the Defence of the Realm Act it was anoffence 
to decry the Treasury notes by speech or writing ; but anyone is 
surely more deserving of being inscribed on a roll of honour than 
of public execution if he makes a holocaust of such notes as he 
owns. Here again we may admit that sudden and violent defla- 
tion would be a rough jolt to society, though its dangers can be 
easily overstated. If deflation occurs it will be slow enough for 
most of us, in any Case. 

What, then, does Mr. Kitson propose? He desires to see the 
banks nationalised, the Bank Act of 1844 and the law of legal 
tender repealed, and a unit of invariable value set up as a mone- 
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tary standard. This unit should be | th part of the wealth of 


the community. If W represent this wealth and P the new 











514 THE ECONOMIC JOURNAL [ DEC. 


pound or unit of value, WP. We are told that we may assign 


any value we please to z. If W be determined it follows that we 
may give any value we please to P. Why not, then, dispense 
with the trouble of evaluating W by making P=mP’ where P’ is 
the present pound and m our arbitrary factor? P once arrived at 
is to be kept invariable by increasing or decreasing the issues of 
paper money according to the movements of the index number of 
general purchasing power. Paper money must not be destroyed 
(because this would call for public executions), but the Banks—now 
Government banks—would do what is needed “by the mere act 
of refusing banking accommodation.” That this mere act might 
bring one business after another toppling down like a house of 
cards does not seem to trouble the author. He appears to regard 
banker's credit as a kind of fiat money, which the banker can 
expand or contract to any extent at will. He would have credit 
plentiful and cheap, “issued against wealth in a safe proportion, 
say from 50 per cent. to 75 per cent. of its legally appraised value,” 
and without interest, usury being an invention of the devil. A 
charge of 1 per cent. per annum might be made for insurance. It 
is hardlv necessary to explain to any student of Jevons or Walker 
ot Nicholson or other writers upon bankers’ money that the plan 
will not march. Bankers are strictly limited in their power of 
granting credits; the prices which they charge for credit are, like 
the prices charged by other eminent men of business, determined 
by factors of supply and demand over which they have little con- 
trol; and when they overtrade in credits they follow the round 
with which Lord Overstone has made us familiar. Witness the 
Japanese banks of to-day.’ It is a fanciful picture to represent the 
financier as forcing down prices to increase the real value of 
his capital. When we remember that these omnipotent auto- 
crats have allowed prices to go up often by leaps and bounds for 
the last quarter of a century, we must rub out the horns, tails, and 
hoofs from their portraits. More careful examination of the pos- 
sibility of equating a variable pound to commodity prices instead 
of equating prices to an invariable pound may yet convert Mr. 
Kitson into a good Fisherite. He sees the goal, and thinks he 
sees evil spirits in the path, but he will never reach his journey’s 
end through the morass which he takes for a route. One cannot 
help feeling that perusal of such a work as Mr. George Rae’s 
Country Banker might enlighten him upon the reasons why a 
banker is not always able to lend readily even upon such securities 


1 This was written in July, 1920. 
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as land and houses, and why a custodian of other people’s money 
repayable on demand must be cautious not to lock up so much of 
it in loans to be redeemed sometime and somehow as to imperil his 
capacity to meet the drafts upon him for legal currency. If his 
margin of available cash resources is dangerously low compared 
with his cash liabilities he can only protect himself and _ his 
creditors by restricting credit, raising the rate, reducing or refusing 
new credits, and calling in outstanding loans. It is irrational to 
regard such a policy as malevolent or short-sighted. 

Sir Oswald Stoll receives the benediction of Mr. Kitson. But 
their alliance of ideas is very limited. Freedom in Finance claims 
that the British citizen should “participate as a right in the con- 
trol of credit, alias funds, alias money, which is fyndamental io 
successful industry, trade and commerce.” The author shows 
that he is well aware of the distinction between money and credit, 
but he is obsessed by the fear of a Money Trust which will em- 
power a few individuals to hamper trade and industry by the 
strangulation of credit. He sets a good example to social 
reformers by opening his book with a “First draft by an eminent 
Parliamentary draftsman of an Industria] Loans Bill.’’ The un- 
derlying idea of his argument is that the funds deposited with 
bankers are not their own, that the credits which they grant or 
refuse are not their own, but are a social creation and ought to be 
socialised or nationalised. Under his scheme no person is to be 
allowed to carry on the business of banking if he refuses to make 
industrial loans upon approved securities. These securities of the 
value of at least £200 are to be valued by official valuers. The 
owner is to be entitled to a loan equal to one-half of the official 
valuation, is to pay 5 per cent. of the loan to the Treasury as 
a guarantee against loss, and to pay the Bank its bank charges 
for keeping his account but nothing in respect of interest, the 
Bank being guaranteed by Government against loss on the trans- 
action. Elaborate machinery is set up for Treasury regulation, 
for appeals from the refusal of bankers to make advances, for an 
Advisory Council of business men, ete., etc. We presume that if a 
bank runs short of funds the Treasury will have to print off notes 
to enable it to meet the demands of its depositors. And yet, oddly 
enough, Sir Oswald Stoll is bitterly sarcastic about the defects 
of such notes. He favours the good, sound, honest gold currency 
which excites the wrath of Mr. Kitson. It appears to him that 
“the repeal of the Bank Act could but expand and perpetuate the 
evil ’’ of a depreciated currency. What he is driving at is greater 
elasticity of credit ; but he does not sufficiently appreciate the fact 
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that expansion of credit in its effect upon prices is open to many 
of the objections which are urged against soft money, and that 
bubbles are liable to burst even though they be blown by 
Government. 

Here again it may be conceded that the Act of 1844 is incon- 
veniently rigid ; and there are many sober advocates of allowing 
the Bank of England to issue notes against a limited amount of 
approved gilt-edged commercial paper of short currency, which the 
Americans call self-liquidating. But the plan proposed by Sir 
Oswald Stoll savours of burning down the house to roast the pig. 
To say nothing of the dangers of admitting aright to have credit (or 
in plain English a right to borrow), without regard to the circum- 
stances or convenience of the banks or their duty to their other 
clients who lend without borrowing, we should pity the citizen 
who had to face the cumbrous and unsympathetic ordeal of an 
appeal to government officials to overrule a reluctant bank. The 
public safeguard lies not in the good will of the banker but in his 
self-interest, which makes him welcome safe and _ profitable 
business, and not drive it into the hands of others. If the dav 
should ever come when the bankers combine to be dictatorial and 
unreasonable, and if the public are unable to protect themselves 
by their own organisation and resource, some statutory control will 
become necessary. But we believe this danger to be imaginary. 
The Colwyn Committee to which Sir Oswald Stoll expounded his 
proposals have not published the evidence tendered to them. If 
the report in the Freedom in Finance is a full account of their 
cross-examination of our author we must admit that they did not 
take his proposals very seriously. The few questions asked are of 
a perfunctory character and are in some cases evidently based 
upon imperfect appreciation of the point of view of the witness 
and the real nature of his scheme. 

In an Open Letter to Lord Milner, Sir Oswald Stoll urges that 
‘‘ what water for his crops is to the Egyptian cultivator, credit now 
is to the whole field of British industry.” Credit is not always 
used for productive purposes, and some would-be productive enter- 
prises come to grief. But even if we leave all these out of account 
the metaphor may be worth pursuing. Egypt has not an un- 
limited supply of water. The amount granted to each cultivator 
has to be carefully rationed and controlled. If the fellahin were 
left to themselves they would undoubtedly injure their crops by 
excessive watering, so long as they can get water when it is scarce. 
But the danger of a very high Nile requires careful precautions and 
vigorous counteraction, or crops and villages alike will be swept 
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away. The comparatively small drawback of a few cases in which 
production might be increased in this country, if more credit were 
forthcoming on easy terms, bulks very large in the author’s mind. 
But the evils of excessive credit have not received much of his 


attention. The question of prices is left in the background 
throughout. 


Mr. Webb’s Britain Victorious! is an appeal to us after a vic- 
torious war to win to victory in peace, which is said to be impos- 
sible so long as we are weighed down by a crushing national debt 
and are being driven by a flood of rising prices on to “the rocks of 
(a) still higher prices; (b) increasing difficulties in developing our 
export trade; (c) the partial starvation of the people and con- 
sequently (d) grave social eruptions in all directions.” To conjure 
these evils he would have a great levy on wealth—a levy on 
capital he denounces as “unthinkable ”—voluntary to start with, 
and if inadequate results are obtained compulsion must be resorted 
to. The State should control credit and open a State bank, should 
also control the supplies and prices of food, clothing, fuel, and 
shelter from the elements, as well as all sea, land and air transport, 
ports and terminals. How we are to become richer as a nation 
by transferring our money from one pocket to another and tighten- 
ing the yoke of bureaucracy upon our necks is not very clear. It 
does not need much perspicacity to see that we have a long row 
to hoe before we can clear up the aftermath of the financial con- 
sequences of a destructive war, but hard work in industry and 
commerce and sanity in spending are our only hope. Short cuts 
of government intervention and devastating taxation may well 
prove to be the longest way round, and Mr. Webb’s desire by 
hook or crook to make a rapid return to pre-war prices must send 
a cold shudder through some of the other men of business whose 
writings we are considering. 

Mr. Benson’s State Credit and Banking is written with 
remarkable ability. It is a plea for a new Central Institution to 
“do for the market in Government Securities what the Bank of 
England does for the Bill market.” ‘The author has a more highly 
developed “City” sense than any of the other writers we are con- 
sidering and many of his observations are acute and important. 
The chapters on German Banking, the Experience of America, 
and the Experience of France are useful contributions to the 
subject, and together with the diagrams and statistics prepared 
with the assistance of Mr. J. A. Todd, Mr. Joseph Kitchin, and 
others, supply material which the reader will desire to preserve for 
reference even if he is not convinced by the argument. The 








518 THE ECONOMIC JOURNAI. {[DEC. 


essence of Mr. Benson’s proposal is that the owner of Government 
securities should have the right to borrow upon them “with (say) 
10 per cent. margin.” His reply to critics who are afraid of un- 
restricted credit of this kindis that they ‘have not made allowance 
for the safeguard which is offered by the power to raise the rate 
of interest ; for loans are not permanent at the same rate, but are 
made for periods of (say) seven days to ninety days, and renew- 
able. The safeguard is the rate on renewal.” There must, we 
imagine, be very few bankers who are unprepared to do business 
on some such terms as things are, and we do not expect that any 
striking changes for the better would result from putting com- 
pulsion upon them. The Stock Exchange is open for the sale of 
securities without any 10 per cent. margin, and if we press home 
upon the grumbler the question: “Why don’t you sell your 
securities if you wish to liquefy them?” we shall probably get at 
the reason why the pawning of them is not so easy as he would 
wish. A high Bank rate and rapid deflation are the evils most 
feared by Mr. Benson. We agree with him that a dear money 
policy is at present open to grave objections and that “a ten 
per cent. Bank rate no longer brings gold from the moon”; 
but surely an expansion of effective demand for credit is not 
the way to keep the rate low. He does not go so far as Sir 
Oswald Stoll, seeing good reason why land and _ buildings 
wnd going concerns should not be regarded as a satisfactory 
backing for compulsory credit. But his statement that he 
proposes that Government “should guarantee its own signa- 
ture” does not appear to us to be a fair description of his plan. 
So long as Government pays the agreed interest and redeems the 
security (if it be redeemable) on the due date, there is no ques- 
tion of a violation of its guarantee or its signature. We have 
borrowed dearly enough. ‘To give the holders of Government 
securities additional money’s worth for the stock they hold, in the 
shape of special gratuitous privileges or facilities, does not, on 
the face of it, seem very good business for the taxpayers, and if it 
sent up the price of such securities would tend to bring down the 
price of others. The fear of a rapid return to low prices of com- 
modities does not alarm the plain man much more than a fear of 
snow in harvest, and would not be unbearable even if it came. 
The working classes have had enough object lessons in the differ- 
rence between real and money wages, and are not likely to plunge 
us into civil commotion provided their standard of comfort is not 
lowered, or, in other words, if their wages keep pace with the 
index number of personal experience. A fall in prices, if rela- 
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tively more rapid here than in other countries, might stimulate 
our export trade and afford enough aid to public finance through 
the channels of industry and commerce to offset the difficulties 
which would be encountered in other respects. The pros and 
cons of high prices and low prices and the movements of prices in 
general involve the balancing of many factors beyond these. It 
would go beyond the scope-of this notice to enlarge further upon 
this proposal than to add that, admirable as much of the essay is, 
the author has not made out a convincing case for the experiment 
he recommends. 

It is natural enough that business men to whom credit is a 
necessary of life should desire to see it cheap and abundant. But 
they ought to know, better than most people, that control of 
prices and denunciation of vendors are ineffective instruments 
to cheapen either credit or goods. “Things are in the saddle 
and ride mankind.” Even bankers, financiers, and money-lenders 


are part of mankind. 
Henry Hices 


SoutH AFRICAN CURRENCY 


Union of South Africa. Report of the Select Committee on 
Embargo on Export of Specie. Printed by order of the 
House of Assembly, June, 1920. (Cape Town : Cape Times, 
Ltd., Government printers. Pp. xlvi+574+xxvi.) 

Ir we had been asked in 1913 “ What are the chances of South 
Africa deserting the gold standard in case of a European war?” 
we should probably have unhesitatingly rejected the idea as 
beyond the bounds of possibility, and, if we knew a little history, 
we should have backed our opinion by quoting the classic case 
of California, the gold-producing State of the American Union, 
holding firm to gold during the American Civil War. But now, 
at the end of September, 1920, the South African pound sterling 
is not only depreciated far below the value of the 113 grains of 
fine gold required to make a sovereign (or its equivalent, $4°87 
in Canadian or American gold coin), but well below the 91 grains 
which will buy 4°87 Canadian paper doliars, and even a little 
below the 82 grains which will buy an singlish, Australian, or 
New Zealand paper pound. To any Rip van Winkle who went 
to sleep in 1913 and awoke in 1920 this would be an astonishing 
phenomenon. The great gold-producing Dominion with a paper 
standard more below its par with gold than any other in the 
British Empire! 

No. 120.—voL. xxx. NN 
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If our Winkle’s awakening took place in South Africa and he 
inquired of the most intelligent and well-informed persons he 
would be likely to meet there why these things were so, he would 
probably be told that the cause was a scarcity of gold in South 
Africa due to its illicit exportation. “Illicit exportation!” we 
can imagine him exclaiming, “do you mean to say that you have 
prohibited the export of gold and yet have not enough? Why, 
when I went to sleep you were exporting over thirty millions a 
year, and yet you had plenty—more than enough, in fact, as the 
value of gold in other commodities was falling. What has 
happened? Have the mines given out?” “Oh dear no!” the 
answer would be; “of course, the gold output goes on being 
exported quite openly and lawfully. That is only a ‘ commercial 
product,’ just the same as wool (see Minutes, Q. 202). The ex- 
portation which has troubled us and which we have tried to pre- 
vent, is the exportation of gold coin, and when we said ‘ gold’ 
just now we meant that, as you would have known if you had 
not been asleep all this time.” Winkle, unsatisfied, might go on 
to inquire why it should be legitimate and healthy to export 
440 oz. of uncoined gold and ruinous smuggling to export exactly 
the same weight of fine gold in the form of 1869 sovereigns, but 
to this question it is not likely that he would get any intelligible 
answer. 

The explanation of the whole puzzle, like most explanations 
of economic facts, must be historical. During the war it was 
supposed to be a military measure of the first importance to 
“prevent gold getting into the hands of the enemy,” and it was 
believed that one good measure towards this end was for each 
country, including in that term detached parts of the British 
Empire, to prohibit all unlicensed carrying out of gold, not only 
to the enemy, but to any part of the world. The war seems 
also to have somehow revived, not only among _ belligerents, 
but even among neutrals, the medieval fear of losing the currency. 
Consequently prohibitions of the exportation of any kind of gold, 
and also of the melting down of gold coin for any purpose what- 
ever, became almost universal. A century ago such legislation 
was everywhere inefiective and consequently gets little more than 
passing notice in the controversies of that time. But in the 
modern world, in islands such as the United Kingdom, Australia, 
and New Zealand, conditions are different, and infractions of the 
law can be kept within such small limits as to become practically 
unimportant. This makes it possible in such countries to issue 
enough paper money to bring the value of the unit of account 
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below its par with gold without taking away its redeemability in 
(or, as is usually said, its convertibility into) gold coin. As some- 
one said in one of the old bullion debates, gold imprisoned in the 
coin is degraded to the level of the paper. We do not run to 
the Bank of England and demand sovereigns in exchange for our 
Bradburies, because we know that, as law-abiding people, we 
cannot use sovereigns otherwise than as currency, and that as 
currency they are worth no more than Bradburies, though as free 
gold they would be worth 39 per cent. more. When a paper 
currency is convertible into free gold, it cannot go below its par 
with gold, because its convertibility limits the quantity of it 
which can be put into and kept in circulation : when it is con- 
vertible only into a coin which cannot be used otherwise than as 
currency, it can be issued just as freely as if it were wholly 
irredeemable, and with the same effect on the general purchasing 
power of the unit of account. Hence the fall below par of the 
British and Australasian pounds. 

On the outbreak of the war the British Government induced 
the mine-owners to agree to hand over the whole output of the 
mines to it, so that the Union of South Africa had no need to 
concern itself with the export of uncoined gold; but it very 
naturally fell in with the prevailing fashion of prohibiting the 
export of coin. It further proceeded to make it easier for the 
banks to enlarge the paper currency by allowing them to issue 
£1 and 10s. notes, the old limit having been £5. If the exporta- 
tion of coin could have been stopped as effectively as it was in 
the United Kingdom and Australasia, the South African banks 
would then have been in as proud a position as the Bank of 
Iingland under the Restriction of 1797-1821, and nothing except 
their fear of the eventual removal of the embargo on export would 
have stood in the way of South African pounds falling to the 
value of Polish marks or Russian roubles. It is true that, unlike 
the Bank of England notes of 1797-1821, their notes were still 
convertible into coin, but that convertibility would have been a 
hollow mockery like the present convertibility of the Bradbury. 
But South Africa’s intercourse with the rest of the world is not 
so easy for a Government to control as that of the United King- 
dom and Australasia, partly because the Union is not an island, 
and partly because two sections of the population—Natives and 
Indians—do not belong to the governing democracy and also have 
connections with the outside. Consequently extensive smuggling 
out of gold coin was possible, and was sure to take place if made 


profitable. 
NN 2 
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This prevented the depreciation of the unit of account, the 
South African pound sterling, having quite the easy course which 
it had in the United Kingdom, Australia, and New Zealand. 
When the South African banks had issued so much paper that 
the South African pound became worth appreciably less than 113 
grains of fine gold, they were asked to fulfil some of their promises 
to pay pounds by handing over sovereigns, and the sovereigns 
thus obtained were smuggled abroad and sold for more than the 
foreign currency equivalent of a South African pound. In order 
to meet this demand for sovereigns the banks were obliged to 
buy raw gold in London “at a premium,” 1.é€., paying more than 
a South African pound for each 113 grains, and getting it coined 
in the usual way at the London Mint. In other words, the 
penalty which they had to pay for issuing too much paper was 
that they had to buy a certain number of sovereigns at perhaps 
26s. or 28s. and pay them out at 20s. If the “leakage” of gold 
coin, as they appropriately called it, had gone on growing, it 
would have amounted to the same thing as a removal of the 
embargo on export, and have forced the banks to reduce their 
paper till one pound was again worth as much as 113 grains of 
gold. During the spring of 1920 this influence was sufficiently 
strong to cause an appreciable rise in the gold value of the South 
African pound and to make it break away from the United King- 
dom pound, which it had up to that time closely followed. 

It became clear that mere prohibition of the export of gold 
coin was not a sufficient protection for an over-issue of paper. If 
South Africa was determined to have a paper currency depreciated 
against gold, the obligation to redeem the paper in gold coin 
must be removed. Otherwise it would be better to recognise the 
situation formally by removing the ineffective embargo, which 
was only giving illicit profits to law-breakers. 

The long-run interest of the gold-mine owners and workers, 
properly understood, was entirely in favour of the earliest possible 
removal of the embargo and return to the gold standard. The 
gold mines, in South Africa, as everywhere else in the world, are 
suffering from the diminution in the purchasing power of their 
product caused by the disuse of gold in circulation and reserves 
by the principal countries of Europe. The direct importance of 
South Africa as an absorber of gold for currency purposes is no 
doubt almost negligible, but as the chief gold producer of the 
world her example carries great weight. If South Africa, pro- 
ducing every year perhaps five times as much gold as she required 
for her whole stock of gold currency before the war, cannot afford 
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to have a gold currency, who can? It is not well for the village 
bootmaker to declare boots expensive and unhealthy and to 
parade himself and his family barefoot. To the leather merchant 
there is nothing like leather, and to the Transvaal there should 
be nothing like gold. Had the Union of South Africa never gone 
off the gold standard, the mine-owners might have been trusted 
to favour its continued maintenance. 

But the standard having been abandoned, and the unit of 
account having been depreciated against gold, when the process 
was obscured, so to speak, by the smoke and dust of war, the 
mine-owners found that on the one hand the costs which they 
had to meet in South African currency had risen, owing to the 
increase of money-wages and prices caused by the additional 
paper, and most of them seem to have believed that, though a 
return to the gold standard would cause some diminution in the 
monetary amount of these costs, the diminution would not be 
equal to the loss which they would suffer by having to give more 
of their raw gold for a given amount of South African money. 
With the South African pound worth 82 grains, 82 grains plus 
cost of marketing will pay the workman in South Africa £1; the 
mine-owner asks himself in some complicated form: “If the 
pound rises to 113 grains, shall I be able to persuade that man 
to take +87; of £1, which is 14s. 6d.?” No doubt there would 
be a loss under this head, which, though only temporary, as all 
prices adjust themselves in the long run, would never be directly 
recovered ; but this special and limited loss ought to be faced in 
view of the general advantage to the gold industry of the restora- 
tion of the use of gold currency. The mine-owners, however, 
with the important exception of Mr. Samuel Evans, have not 
risen to this height, and are consequently for the most part but 
lukewarm supporters of a return to the gold standard. 

At the end of March, 1920, the House of Assembly appointed 
a Committee “to inquire and report upon (a) the effect of the 
embargo on the export of specie upon the cost of living; (b) the 
desirability and practicability or otherwise, with a view to im- 
proving the economic conditions of the Union, of removing the 
embargo and of modifying the statutory provisions at present in 
force in regard to currency and banking.” 

Houses of Parliament in the British Dominions, and in the 
mother-country also, would do well to recognise the fact that 
they do not contain experts on every subject, and are consequently 
incapable of appointing committees suitable for every kind of 
inquiry by selecting members entirely from their own body. It 
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is no use to say that they will call, and be guided by, the evidence 
of expert witnesses. The expert witness who offers himself is 
by no means always the best who can be obtained. The wholly 
inexpert committee does not know whom to call, and when it has 
before it the right or the wrong expert, it does not know the 
right questions to ask him. The South African Committee of 
members of the House of Assembly, set up to consider currency 
and banking, consisted chiefly of men eminent in their particular 
line of life and possessing very considerable ability, but it does 
not seem to have included anyone who had any training in the 
theory of the subject. It would probably have been much more 
effective if it had included in its number either or both of the 
two Professors of Economics (Dr. Lehfeldt of Johannesburg and 
Mr. Leslie of Cape Town) whom it called as witnesses. Whether 
they were right or wrong in their recommendations, professional 
training and the practice of teaching would have enabled them to 
put more searching questions than the inexpert Committee was 
able to ask. 

As it was, the Committee seems to have been clay in the 
hands of Mr. Henry Strakosch, a very able witness, usually 
resident in London, now managing director of one of the large 
gold-mine combinations, who had formerly passed through excel- 
lent practical experience of foreign exchanges in Europe and 
more recently had been concerned in the marketing of the gold 
product of South Africa in the world at large. He had written 
a pamphlet on what ought to be done in South Africa. The 
Committee began by considering this, and his evidence upon it 
occupies the first 162 of the 574 pages of evidence, although for 
125 pages the questions are omitted, in order presumably to 
shorten the minutes. 

Mr. Strakosch admitted that South African currency was 
depreciated against gold, that to maintain currency at a parity 
with gold it must be convertible into gold, and that to maintain 
foreign exchanges at par, coin and bullion must be freely export- 
able and importable, but held that South Africa could not “afford 
to re-establish and maintain its currency on a true gold basis” 
at the present moment. As usual, when currencies once become 
depreciated, it is a case of “jam yesterday and jam to-morrow, but 
never jam to-day.” The argument may be put under two heads: 
(1) It is undesirable to raise the South African pound to the value 
of 113 grains of gold; and (2) if it were so raised, it would be 
impossible to keep it there. 

(1) The first head does not call for much comment. Mr. 
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trakosch adduced the objections which are commonly made to 
raising the value of the unit of account without adding anything 
fresh, and without any attempt to balance the advantages and 
disadvantages of a fairly rapid return to the gold standard against 
the advantages and disadvantages of his own plan of “wait and 
see.” He laid much stress on the theory that if South Africa 
were on a gold basis while the United Kingdom was on a lower 
Bradbury basis, the United Kingdom investor would be deterred 
from investing in South Africa and the South African investor 
would be attracted to invest in the United Kingdom by the belief 
which each would have that the Bradbury is bound to rise to 
113 grains of gold in the near future. He overlooked the fact 
that this belief is waning, and is likely to be further shaken by 
the coming collapse of Continental paper currencies, so that gold 
standard countries are likely to come into greater favour with the 
investor, and he forgot that the coming of an alteration in the 
purchasing power of money affects what will be offered to the 
investor as well as what he will accept. If South African pounds 
were worth 113 grains and going to stay at that, while Bradburies 
were 82 and going to rise soon, it is true that a lender would 
prefer a long-term or a perpetual 6 per cent. in Bradburies to the 
same rate in South African pounds; but it is equally clear that 
the borrower could well afford to offer a much higher rate of 
interest if the loan were contracted in South African pounds; 
since if he contracted in Bradburies he would soon be paying the 
same annual value as if he had received South African pounds, 
whereas, in fact, he only received on loan the same number of 
United Kingdom pounds, each worth only 347; as much as a South 
African pound. 

(2) On the second head, the impossibility of keeping the South 
African pound at 1138 grains, supposing it to have once got there, 
Mr. Strakosch misled the Committee by completely ignoring the 
orthodox doctrine of the exchanges as taught by the economists. 
That doctrine has been so snowed under by neo-mercantilism in 
these latter days that even in the pages of an economic journal 
it may be useful to recapitulate it. 

It is founded on (a) the truism that a currency or unit of 
account is valued for what it is worth, that is, for the commodi- 
ties and services (let us say “goods” for short) which it will buy, 
and (b) on the well-established economic principle, to which cur- 
rency is no exception, that variations in the supply of an article 
affect its value or power of buying, increases tending to reduce, 
and decreases to raise, its value. For an example of the truism 
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we may say that Englishmen and others value American dollars 
because, and in so far as, those dollars will buy American goods ; 
Americans and others value English pounds because, and in so 
far as, those pounds will buy English goods. If dollars rise in 
purchasing power (in other words, if prices of goods fall in 
America) while pounds fall in purchasing power (in other words, 
if prices of goods rise in England) or remain stationary or rise 
less rapidly than dollars, fewer dollars will be worth as much as 
a pound, i.e., the exchange value of dollars in pounds will rise, 
and that of pounds in dollars will fall. For examples of the 
general principle that increase of supply tends to reduce the value 
of an article we need not search; everyone has every-day ex- 
perience of its truth: that currency, whether metallic or paper, 
is an exception to the rule is believed by none but a few currency 
cranks who have never been able to produce the smallest logical 
justification for their view and have always had to fall back on 
gross misrepresentation of historical facts. 

The truism and the principle together involve the consequence 
that the exchange between currencies can be kept close to a given 
rate by due regulation of their supply, whether that regulation 
is conscious or automatic. The Indian Government, by conscious 
regulation of the supply of rupees, kept the rupee approximately 
equal to one-fifteenth of 113 grains of fine gold, and therefore 
at a stable rate with all the gold-standard countries for nearly 
twenty years before the war. Conscious regulation is simple 
enough ; automatic regulation is a little more difficult to under- 
stand. It takes place where two or more currencies are each in 
part at least composed of something which can be used at will 
for purchases in either or any of the countries concerned. Before 
the war, for example, English pounds and American dollars were 
both in part gold pieces which could be lawfully transported from 
the one country to the other and be converted from one -coin 
into the other at small expense. In practice the situation. was 
very little different from what it would have been if sovereigns 
had been legal tender in America for $4°8665 and dollars legal 
tender in England for 4s. 1°32d. There could be no great varia- 
tion in the exchanges between two or more countries linked 
together in this way, because if the purchasing power of the unit 
of currency fell for any reason in one country while the unit in 
another rose, remained stationary, or did not fall so fast; in other 
words, if prices of goods rose in one country while in another 
they fell, remained stationary, or did not rise so much, it imme- 
diately became profitable to send gold money from the first 
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country to buy goods from the second. This promptly equalised 
matters, and stopped the tendency of the exchange-rate to diverge 
from the normal: that it must do so becomes obvious when we 
reflect that, for example, the sending of gold from England to 
America and the bringing of goods from America to England at 
once made gold scarcer in England and more plentiful in America, 
while at the same time it made goods scarcer in America and 
more plentiful in England. To the objection, sometimes urged, 
that gold was only a small portion of the currencies, the answer 
is, in the first place, that when a thing is nicely balanced a touch 
will make it swing, and, in the second place, that the existence 
of a very large paper currency beside the gold had no tendency 
to counteract the influence of movements of gold, but rather the 
contrary, inasmuch as the banking organisation of each country 
secured that when gold left it the paper currency did not increase 
to take its place, but diminished, and that usually by a greater 
absolute amount than the gold currency. 

In place of this old and well-established theory, Mr. Strakosch 
put before the Committee a doctrine that the stability of the 
exchanges before the war was due to the trade or transactions 
of the principal countries having—apparently quite fortuitously— 
“perfectly balanced” (QQ. 38, 165), while since the war it has 
been “out of balance” temporarily, though it must balance in 
the long run (Q. 200). No one asked how an account covering 
exports and imports, and all the transactions included by Mr. 
Strakosch and the Committee in “invisible exports and imports,” 
could possibly fail to balance for even the shortest period of time. 
When the visible exports plus the invisible do not equal the 
visible imports plus the invisible, what does the difference con- 
sist of? Mr. Strakosch never explains this, but may be suspected 
of supposing it to consist of debt not intended to be of long 
duration ; but the contraction of debt has already been set down 
as one of the items in the invisible imports and exports, and if 
the whole has not been included the item should be amended. 
The majority of the Committee, when they talk of “the main- 
tenance of an excess of visible and invisible exports over visible 
and invisible imports” (Report, p. vi) are probably making the 
difference consist of coin imported, thus partially reverting to the 
mercantilist nomenclature, in which coin was not included in 
imports and exports. But the mercantilists excluded bullion as 
well as coin. 

Having thoroughly confused the majority of the Committee 
with the chimera of a balance-sheet which does not balance, 
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although the items on each side add up to equal amounts, Mr. 
Strakosch proceeds to terrify them with two bugbears—the Indian 
peasant, who wiil insist on buying gold at an outrageous price, 
and the United States, which had “lost” in nine months to 
March, 1920, 450 millions dollars’ worth of gold. Instead of 
congratulating South Africa on still having in the East a tolerably 
good customer for her principal product, now terribly depreciated 
in purchasing power owing to the misfortunes of Europe; and 
instead of congratulating the United States on finding customers 
for this mass of metal which she took in exchange for goods during 
the war, which so far had done nothing for her except create 
disturbance by raising prices, and the export of which was likely 
to bring her prices down (as indeed it has), Mr. Strakosch argued 
that the United States would be obliged to restore her war-time 
embargo on the export of gold, and then, if South Africa was on 
a gold standard, allowing the export of specie, the all-devouring 
Indian peasant would soon draw away all the gold coin from her. 
Of course, if South Africa really were on a gold standard, nothing 
of the kind would happen, because the sovereigns in South 
Africa would then be no cheaper than 113 grains of gold 
produced from the mines, and there could be no reason for 
the Indian peasant to make a dead set at the South African 
currency. 

Confused by all this, the Committee never seriously considered 
the real practical issue which should have been put before them 
—whether it would be best for South Africa to keep her currency 
level with gold or level with the British paper pound. There are 
many arguments for both courses, and this is not the place to 
attempt to decide between them. What the Committee—or at 
least the great majority of the Committee, since the small Labour 
element fought manfully for sound doctrine—decided to do was 
to recommend the continuance of the embargo, the discontinuance 
of the convertibility of paper into coin, and the creation of a new 
central bank of issue with power to issue unlimited banknotes 
against 40 per cent. of gold. These proposals remove the two 
checks—“ leakage ” of coin by smuggling and the fear of a removal 
of the embargo—which restrained the banks in the manufacture 
of currency. On their face they substitute nothing except the 
requirement of 40 per cent. gold cover. Now, whatever may be 
thought of the usefulness of such a requirement when the paper 
is convertible, it is clear that when the paper is inconvertible and 
expected to remain so it will only stop the manufacture of paper 
pounds when their value is so reduced by over-issue that it will 
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take nearly a hundred of them to buy gold enough to make forty 
sovereigns. 

Until the new bank can be got into working order, the recom- 
mendation is that existing banknotes shall be convertible only into 
gold certificates issued by the Treasury which are themselves 
inconvertible into the gold which they “certify” : the banks may 
increase their issues as they please, provided that they keep 
40 per cent. reserve against the whole and pay 3 per cent. per 
annum on any excess of issue above that of December, 1919, and 
their issues will eventually be taken over by the new central bank. 

This bank might, of course, determine to raise South Africa’s 
currency to par with gold, and could do so by reducing the 
swollen paper issue, but a very different state of opinion will have 
to be created before it is likely that the board of management 
will even wish to return to the gold standard. It is much more 
likely only to desire to secure parity with the British pound, and 
knowledge of monetary theory will have to be considerably 
improved before it will be likely to know that, in order to main- 
tain even that low standard, it must not yield to what the Finance 
Secretary naively calls “the requirements of business’’—as if 
business would not always “require” as much currency as banks 
and Governments are induced to create for it! 

And though the requirement of 40 per cent. cover plus the 
tax of 3 per cent. on additions to their issues is a fairly strong 
brake (especially when the 40 per cent. means more than 40 per 
cent., because the centum is reckoned in a depreciated currency 
and the 40 in gold) and may perhaps prevent further increase of 
the paper currency by the existing banks, it is possible that the 
question may ultimately be not of maintaining a Bradbury 
standard, but of climbing up to that low level. For the Com- 
mittee’s Report and the progress of legislation on the’ lines it 
laid down were promptly followed by changes in values which 
have greatly widened the gap between the South African pound 
and gold, and have even brought it slightly below the Bradbury, 
though it was 7 per cent. above a few months ago. 

It remains to be seen whether sounder views and better policy 
will be the result of this degradation of the South African cur- 
rency, and of the fact that, instead of the United States having 
set a bad example by reimposing her war-time embargo on gold 
exports, as prophesied by Mr. Strakosch, Argentina is preparing 
to remove hers, and that the Indian situation has also changed 
in a way which should help to dissipate the groundless alarms 
with which he inspired the Committee. Much depends on the 
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importance which the central bank and the existing banks attach 
to the sub-section (§ 7, iii) of the new law providing that the 
suspension of convertibility shall cease on June 30th, 1923. If 
they really believe that the legislature will not continue it beyond 
that date, they will take the steps required in order to bring the 


pound gradually up to par with gold. 
EDWIN CANNAN 


PROFESSOR CASSEL’S ‘I'REATISE 


Theoretische Sozialékonomie. Von Gustav Casseu. (Leipzig : 
Winter. 1919. Pp. 582.) 


“A sort of scientific poem ”’—in these words the Méchanique 
Analytique of Lagrange was described by one who was a poet 
as well as a mathematician, William Rowan Hamilton. The 
words serve to introduce an essay in which Hamilton, by a sin- 
gularly beautiful and original conception, enlarged the powers of 
dynamical science.'! In the view of that soaring genius astronomy 
and mathematical physics generally require the exercise of a faculty 
akin to the artistic imagination. There is produced “an imitation, 
not a copy, of Nature. It is a creation of the mind so framed 
as to resemble in an immense number of particulars what we 
know of the external universe.” * To some men of science this 
view may appear visionary ; too much in the spirit of Plato, too 
little in the manner of Bacon. There appears, indeed, to be some 
disagreement among “the first of those who know” as to the 
réle of the highest generalisations even in natural philosophy. 
How much more difficult to find must be the path to a science 
of human action! In this obscurer region we are disposed to 
follow one who, accredited by the successful treatment of several 
special économic questions in former writings, now delivers his 
mature judgment about the science as a whole. Professor Cassel 
appears to us to have remarkably well defined the province and 
limits of abstract general reasoning in economics. “ We proceed 
like the astronomers who first determine the motion of a planet 
as if it were not influenced by the other planets . . . afterwards 
take into consideration the disturbances caused by the other 
planets. . . . In order to be able to pursue this method one must 
be assured that the motion first described represents the essential 
portion of the phenomenon” (dass die erste Bewegung auch die 
wesentliche darstellt) (93).* So Ricardo is not to be condemned 

1 On a.general method in Dynamics, Transactions of the Royal Society, 1834. 


® Transactions of the Royal Irish Academy, 1837-8. 
3 The bracketed numerals refer to pages of the work reviewed. 
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merely because a theory of his does not perfectly correspond with 
the observed facts. ‘“‘Every theoretical investigation must begin 
with certain abstractions” (263). A good instance of appropriate 
abstraction is afforded by the conception of production as a continu- 
ous flow. ‘‘ New iron ore and new coal are daily and hourly requisi- 
tioned from the store-houses (Fundstdtten) of Nature, while simul- 
taneously crude iron is furnished in a steady stream and converted 
into steel, and the various products of steel and iron are passing 
through all the stages which lead up to the finished article” (21). 
This description is primd facie inappropriate to agriculture. 
Certainly we do not find in modern Europe, as in the Homeric 
Pheeacia, every fruit in season all the year round, “pear ripening 
after pear...and fig after fig.” Yet “the European demand for 
wheat is (or rather was when this was written, before the war) satis- 
fied by a practically continuous stream of imported wheat through- 
out the whole year with considerable regularity.” Corrections of this 
conception are to be introduced where required by the facts. But 
in order to obtain a first general view of essentials “it can hardly 
be doubted but that the continuous process of production . . . is 
the right abstraction” (22). The italics mark our approbation. 
But we do not commit ourselves to acceptance of every proposition 
which has “right abstraction” for predicate. Thus with regard 
to the alleged unequal pay to women for equal work and the 
question on which the author pertinently puts his finger, why, 
then, does not the entrepreneur more extensively substitute female 
for male labour, we are not quite satisfied with his answer. He 
puts forward as the dominant circumstance the real, or at least 
believed, inferior efficiency of female work. He will not accept 
the “risky hypothesis” that in general female labour is under- 
paid (294). Again, we question whether his conception of 
the réle of money, or at least what is novel in his conception, 
deserves all that he claims for it. “By studying prices rather 
than value” (eine Preislehre anstatt einer Wertlehre) ‘we shall 
banish completely from economic science the whole of the so- 
called theory of value. We shall altogether get rid of a great 
mass of logomachies on which now much useless labour is spent” 
(41). We shall here diverge from his treatment of money so far 
at least as to think it permissible to discuss his first two “books,” 
entitled respectively A General View of Economics and The 
Determination of the Prices of the Factors of Production, apart 
from the third and fourth books on Money and Crises (Konjunctur- 
bewegungen) respectively. The work having been already re- 
viewed as a whole in the Economic JoURNAL (1919), we take leave 
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to concentrate attention on the parts to which the reviewer 
pointed as “of special interest for English economists.” 

This half of the work may indeed be regarded as a whole 
complete in itself. The relation of its parts to this whole is 
artistic. The refined pleasure of contemplating the Many in One 
is afforded by the spectacle of the economic system—the prices 
of all commodities and all factors of production—deduced from 
one single simple principle, that which underlies the action of 
supply and demand. May not the mechanism of industry so 
presented deserve the character of a “scientific poem” which has 
been attributed to celestial mechanics? We might at least com- 
pare our author to a first-rate astronomer who should compose a 
treatise at once summary and comprehensive presenting in lucid 
order and due perspective the main results obtained by his pre- 
decessors and by himself. In such a work it is inevitable that 
those who are conversant with the science should find much which 
has not the charm of novelty. Now we are treated to a mathe- 
matical analysis of market in the manner of Walras, with “tech- 
nical coefficients” which correspond to the coefficients of pro- 
duction proper to the Lausanne school (110-116). Now we come 
upon the doctrine of Dr. Marshall that ‘‘the farmer will lay out 
capital and labour on land for which a fixed rent (per unit of 
land) is payable up to the point at which it is indifferent whether 
a specified sum of money should be employed to procure the use 
of more land or more capital and labour” (242). The maturer 
student would be assisted in finding his way to matter of fresh 
interest by a fuller table of contents and by a logically constructed 
index. We may also recommend, with the view to a translation 
into English, which we hope is in contemplation, the useful 
device of marginal headings. As for beginners, the matter as 
well as the form will prove acceptable to them. The half- 
volume under consideration, with the omission of certain passages 
which we shall indicate, may be recommended as perhaps the 
best introduction to what may be called the modern higher 
economics. 

The perfection of form which we admire, the conception of 
the economic system held together by a single simple principle, 
like the solar system by gravitation, would seem to us even more 
admirable if the author had employed a more conventional ter- 
minology in his enunciation of that first principle. The continual 
use of the term “scarcity ” (Knappheit), where supply-and-demand 
might have been expected, jars (3, 120, 289, et passim). Of 
course, scarcity is a condition of value-in-exchange. We all know 
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that air and water, if not scarce, have not that kind of value. 
Moreover, a sort of scarcity is implied in the condition of economic 
equilibrium that the yield of any factor at the margin of produc- 
tion should increase at a decreasing rate. But our author has not 
much use for margins. He is so afraid of their abuse (118). 
Marginal productivity is not to be adduced as an explanation 
(Erklérungsgrund) of price (272). For it is as much an “un- 
known” as price. But quis negavit? At least, what mathe- 
matical economist ever denied this relation of margin to price? 
What competent economist of any school can deny it after the 
repeated and explicit explanations given by Dr. Marshall that 
“‘marginal uses indicate but do not govern value” (Contents, and 
corresponding passage at p. 410, Principles, edn. 5, p. 517, note, 
et passim)? The usefulness of this index, in our judgment, out- 
weighs the danger of its abuse. The fear of making the weak 
brother to offend should not deter us from using the principle 
which Professor Pigou has laid down as the corner-stone of Wealth 
and Welfare. Professor Cassel’s scruples and our criticisms apply 
equally to marginal utility (118). There is here in his view the 
additional objection that we are overstepping the boundary 
between economic science and psychology (67). But we do not 
accept his ruling as to the limits of the subjective in economics 
(41). Taxation is an integral part of economics; and psychology 
enters largely into modern taxation. We are not prepared to 
rule out all talk about justice as the “expression of confused 
hyperbolical conceptions which have no place in a scientific 
exposition” (150). 

Some further criticisms of Professor Cassel’s doctrines will 
transpire in the course of the following remarks respecting criti- 
cisms which he has passed on several eminent economists. We 
cannot defend Ricardo against the charge of ‘“‘dualismus” (263). 
We agree that the existence of rent-free land at the margin of 
cultivation is not essential to the theory of ground rent (248). 
We also agree as to the distortion of Ricardo’s doctrine by Marx ; 
and as to “the ridiculously exaggerated importance which has been 
attached to this Socialist theory of value,” not only by the apostles 
of Socialism, but by its opponents (261). A science which makes 
concessions to scholastic like that of Marx does not know 
what is due to itself (157). Two English Socialists who 
have not bowed the knee to Marx, “das Ehepaar Webb,” are 
treated more respectfully (277). But their ideal theory can hardly 
be fulfilled perfectly in real life (278). Against Socialists in 
general it is argued with force that interest and wages will per- 
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sist in a Socialist régime (217, 316). The writer appears to think 
that price determined by the play of demand and supply affords 
the only satisfactory principle for the distribution of capital and 
labour (61, 185, 109). Consistently he rules out rationing and 
maximum prices as not applicable in peace time (Appendix, 561). 
His ideal seems to be that which Professor Carver lately described ! 
as one of four possible labour programmes, namely, “balancing 
up,” securing less inequality between marginal utilities, e.g., of 
labour and capital. We fear that the many will not be per- 
suaded to confine themselves to this method. They may not 
accept the economist’s opinion that permanently favourable results 
can only be attained by political economy when it works in har- 
mony with the principles of supply and demand (tauschwirtschaft- 
lichen Principien) (151). The working of those principles, how- 
ever “normal,” may not seem to them “desirable” (wiinschen- 
wert) (105). In this connection (221) and generally the subtle 
criticisms concerning capital and interest deserve attention. Some 
important remarks upon Jevons’ and Béhm-Bawerk’s theories are 
repeated from the author’s earlier work on the Nature and Neces- 
sity of Interest (160). We cannot dispute the final verdict on 
Béhm-Bawerk. ‘He never was able to adopt in its entirety the 
modern scientific conception of price-determination as one and 
the same process which simultaneously determines all prices, both 
those of the finished goods and those of the factors of produc- 
tion” (162). 

But we protest against the injustice of imputing a similar 
defect to the doyen of English economists. Why, most of us have 
learnt the “modern scientific conception” from Professor Mar- 
shall. There is no other original authority, except Walras. We 
read, therefore, with amazement that “the whole of Marshall’s 
system is an attempt to evade (umgehen) the principle of scarcity " 
(Knappheit), to eliminate (auszuschalten) scarcity ‘‘as a deter- 
mining moment of price-formation” (139). Which signifies, 
presumably, that the English author does not recognise the 
essential unity of the process that determines all prices. Thus, 
instead of making the price of a factor-of-production dependent 
on Knappheit only, “in Marshall’s conception ‘costs’ (‘ real 
costs’) represent a personal service, an effort, a sacrifice” (eine 
personliche Leistung, eine Anstrengung, eine Aufopferung) (75). 
It may be noticed, however, that even Professor Cassel admits a 
certain differentiation of the generic conception in the case of 
the offer of factors-of-production not absolutely limited in quan- 


1 Referred to Economic JOURNAL, vol. xxix., p. 257. 
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tity; the scarcity appears in the sluggishness (Trdgheit) with 
which the increase of the factor follows a rise of price (134). 
Would he be satisfied with Dr. Marshall’s explanation that the 
“discommodity of labour may arise” “from its occupying time 
that is wanted for pastime, or for social or intellectual pursuits” 
(Principles, ed. 3, p. 216)? Or is the real cost considered too 
psychological? That is certainly part of the objection to “con- 
sumer’s surplus” (70). We have already replied to this objection. 
We must pass over others which seem to turn largely on the 
definition of terms. We go on to the culminating charge (243), 
that Marshall follows Ricardo in distinguishing rent from the price 
of other factors of production as not forming an element in the 
cost of production or the price of a product. Perhaps the critic 
has not made sufficient allowance for the English writer’s un- 
willingness to break with the phraseology of his classical pre- 
decessors. Professor Cassel is the last man to appreciate this 
reverence for the past; he who tells us that “in the course of 
his economic studies he soon became convinced that the whole 
of the so-called theory of value, with its endless logomachies and 
its unfruitful scholastic, should be thrown into the waste-paper 
basket of theoretical economics.”! (Preface, v., cf. 41). The 
Swedish sage would no doubt refuse to phrases the permanence 
which Burke in eulogy of the English character claims even for 
prejudices. “Instead of casting away all our old prejudices,” 
says Burke, “we (English) cherish them to a very considerable 
degree. ... Many of our men of speculation, instead of 
exploding general prejudices, employ their sagacity to discover the 
latent wisdom which prevails in them.”* We could wish that 
Professor Cassel had employed his sagacity in discovering the 
wisdom which is latent in the practice of the classical economists 
and patent in Dr. Marshall’s repeated explanations respecting the 
peculiarities of land as compared with other agents of production. 
But we are dispensed from the disagreeable task of refuting 
objections founded on misinterpretation by recalling that answers 
have already been given in the Economic JourNAL to substan- 
tially identical objections made a quarter of a century ago by 
writers of great intelligence, but somewhat deficient in intellectual 
sympathy. We may refer in particular to the review of Wick- 
steed’s Laws of Distribution, 1894. In the judgment of the 
reviewer, Mr. Flux, “to show that the payment for land may be 
expressed in the form of the marginal productivity of land does 


1 Zu der auszumusternden Ballast der theoretischen Okonomie gehort. 
2 Reflections on the French Revolution 
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not destroy the value of the conception of it as a surplus.” There 
is an “essential feature which distinguishes the treatment of 
land and some other agents.” In the Economic JourNat for 
1891 the reviewer of Professor Marshall’s second edition did not, 
like our author, find a “want of clearness in Marshall’s conception 
of mutual dependence.” ! Rather, it is recalled that as far back 
as the year 1872 the principle had been clearly enounced in these 
words—quite as clear as any which Professor Cassel employs 
half a century later: “Just as the motion of every body in the 
solar system affects and is affected by the motion of every other, 
so it is with the elements of the problem of political economy.” 
The reviewer of the third edition of the Principles in the JOURNAL 
of 1895 quotes at length passages embodying the truth which 
Professor Cassel supposes to be ignored. “The question whether 
he (the cultivator) has carried his cultivation of a particular piece 
of land as far as he possibly can, and whether he should try to 
force more from it or to take on another piece of land, is of the 
same kind as the question whether he should buy a new plough 
or try to get a little more work out of his present stock of 
ploughs” (Principles, Book II., Chap. u., § 5, ed. 3). After 
this explicit explanation it becomes a mere question of words, 
adds the reviewer, whether we should retain the old formula : 
“Rent does not enter into cost of production.” The critics who 
complain of Dr. Marshall’s differential treatment of land forget 
that he, by his doctrine of the ‘“‘margin of building” and that of 
cultivation, has done more than any other economist to exhibit 
that truth on which they insist. Their criticisms attest the 
correctness of their own views rather than their ability to 
appreciate the views of others.* 
F. Y. EDGEWoRTH 


Mr. Cour’s Sociat THEORIES 


Chaos and Order in Industry. By G. D. H. Cote. (London: 
Methuen and Co. 1920. Pp. vili+292.) 


Mr. Cote has given us realistic studies of Trade Union 
problems, and idealised pictures of a future commonwealth : in 
his latest book (we write in July) he promises to relate the actual 
with the ideal, and to develop in separate detail, for a number 

1 «‘ Die Unklarheit der Marshallschen Idee der gegenseitigen Abhangigkeit tritt 
hier hervor” (245). 

2 Some of these expressions are borrowed from the present writer’s article on 


the “Theory of Distcibution,” in the Quarterly Journal of Economics for 1904, 
where references to anticipations of Prof. Cassel’s objections may be found. 
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of leading industries, what he regards as immediately practicable 
steps towards the establishment of democratic control. This 
promise comes as a great refreshment to the bourgeois reader, to 
whom the mutual polemics of Coleite and Hobsonite are apt to 
bear a faint flavour of Big and Little Endianism, and who finds 
the record of the competitive body-snatching of Craft and Indus- 
trial Unions more palpable indeed, but even less exhilarating. 
On this occasion Mr. Cole has made a gallant attempt to pitch 
his tent somewhere between the Trade Union Lodge and Cloud- 
cuckoo-land ; but now and again a sand-storm blows it away. 

The real starting-point of his argument (though not fully 
elaborated till late in the book) is that the main current justifica- 
tion of Capitalism—that it works—is being progressively under- 
mined by the apathy and discontent of large sections of Labour, 
and the consequent insecurity as to whether Capitalism can 
“deliver the goods.” Mr. Cole reminds us that this is admitted 
even, and indeed especially, by those who most deplore it ; and he 
is fully justified in urging that this is of itself a strong argument 
for a change of system. He is justified too in the effective use 
he makes of various specific excesses of Capitalism, such as the 
deliberate restriction of output by certain combines, and the 
celebrated cotton-mill transactions of last year. 

There are other things too in this book which will win the 
approval of that elusive person, the impartial outsider. Such are 
Mr. Cole’s admirable distinctions between the powers of negative 
control or obstruction at present wielded by the great Trade 
Unions, and those powers of positive control or government to 
which he would have them aspire; his scant sympathy for fancy 
Labour currencies ; and above all his discussion of the mechanism 
of appointment under democratic control. 

Of the chapters on specific industries, that dealing with the 
railways is much the most effective. It is early to judge, but it 
seems doubtful whether the fragments of “private enterprise” 
and “financial incentive” left either by the American ‘Transporta- 
tion Act or by our own Government scheme will prove to have 
been worth preserving, and will not have to make way for some 
such plans as those outlined by Mr. Plumb and Mr. Cole. It is 
in connection with the railways, moreover, that Mr. Cole develops 
some pregnant reflections on the machinery of industrial govern- 
ment which might go far to disarm the most conservative critic. 
The democratic election of “commanders,” he reminds us, does 
not necessarily mean election by the particular group of work- 


people to be commanded; still less does it involve the right of 
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summary dismissal being in the hands of that group. ‘“ Demo- 
cracy cannot do without leadership, and leadership without any 
security would be impossible.” Further, “no successful enter- 
prise is ever really managed by a Committee, and none ever will 
be ; but the Committee is . . . necessary for the giving of general 
directions and for the criticism of methods and results.” 

About mining Mr. Cole has not much that is fresh to say. His 
interpretation of the Miners’ Federation scheme of Nationalisa- 
tion is curious. It is that the non-Federation members of the 
Mining Council are to be entirely representatives of the industry 
—experts, technicians, etc. ; and that large and undefined powers 
over prices, wages and capital development are to remain outside 
the Mining Council with some organ of the State. If this is a 
correct gloss, it is high time that the Miners’ scheme was 
drafted more explicitly: for Mr. Hodges himself, who appears 
in his book to regard the “other half” of the Council as repre- 
senting the consumers and the nation, would seem to be in danger 
of mortal heresy. 

As regards engineering, Mr. Cole pins his faith to the “collec- 
tive contract.” The members of the workshop are to contract 
collectively with the employer for specific jobs, making their own 
arrangements for the division of pay, the exercise of discipline, 
and even the hours of work. There is clearly a lot to be said for 
this idea of “encroaching control,” which involves the complete 
taking over of certain limited functions, and to which an instruc- 
tive political parallel might be drawn from the “dyarchy ” of the 
Montagu-Chelmsford reforms. But in view of the admitted dis- 
harmonies between skilled and “less skilled” in the engineering 
industry, is caution superfluous lest the system should degenerate 
into something not far removed from that ‘“semi-capitalism ” to 
whose evil prevalence in nineteenth-century industry Mr. Fay’s 
recent researches have called attention? 

As to the building industry, Mr. Cole is justified in acclaiming 
the important experiments of the new Building Guilds, and in 
drawing attention to the yet more far-reaching (though still, we 
think, abortive?) proposals of the IToster Report. Quae bene 
evertant! But is it perhaps a little artless to suggest that the 
considerable financial difficulties should be met “by a more 
reasonable attitude in respect both of rents and of financial 
facilities by the Ministry of Health”? After all, poor old “ private 
enterprise” might plausibly urge that its chief trouble has always 
been that people want to have houses without paying for them. 
And as for luxury building (with which Mr. Cole classes factory 
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building as “the wrong type of work”’), is it the capitalists who 
fill the cinemas? How many “financiers” assisted at the 
triumphal disembarkation of Douglas and Mary? 

On shop-keeping and co-operation Mr. Cole has some sensible 
things to say. But even cordial well-wishers of the co-operative 
movement may be rather staggered to find that the successful 
private trader is to be speedily eliminated, not by its superior 
efficiency in supplying public wants, but by the simple process 
of transferring his business to it by law! And a little later it 
appears that this is to be the fate of the flour-milling, soap, boot- 
making and tailoring trades as well. Alas! we are in Cloud- 
cuckoo-land after all. 

Mr. Cole’s work is so full of knowledge and power that it is 
of interest to inquire rather closely why it does not carry instant 
and overwhelming conviction. Eloquent, industrious, imaginative 
and sincere—how is it that he still leaves us unregenerate? 
Perhaps the answer lies in a certain naiveté of mind, at once 
disarming and iritating, which glimmers through his most 
elaborate constructions. In the first place, he is curiously san- 
guine about the simplicity of the problem of providing for a 
growing population with a rising standard of life, and curiously 
oblivious of the real means by which, after a fashion, it has 
hitherto been done. Mr. Cole cannot be accused of undervaluing 
brain-work; no one has done more to explain to the manual 
workers what good and important fellows the “salariat ’—the 
technicians and supervisors, the tacticians of industry—really are. 
But industrial strategy, the initiation of policy, imaginative pre- 
vision—all that is connoted by Dr. Marshall’s phrase, “construc- 
tive speculation”—where do these come in? Mr. Cole seems 
uneasily aware that the more Olympian type of entrepreneur or 
business man or whatever we like to call him, is not as yet a mere 
functionless excrescence, but that his passing will leave a gap to 
be filled. Yet is any real provision made for filling it? That 
seems to be the fatal limitation of Mr. Cole’s policy of dyarchy 
or “encroaching control.” To revert to the Indian analogy, would 
the most complete control over local sanitation fit the Indtan 
people for the control of foreign relations and imperial finance, 
unless supplemented by some kind of educative association in 
the discharge of those exalted functions themselves? And will 
the most complete control of workshop conditions fit the Trade 
Union for control of the broader issues of business policy unless 
it sits at the feet of those who know their job, profit-mongers 
though they be? 
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And this brings us to a second manifestation of Mr. Cole’s 
ingenuousness—a certain prudishness, born perhaps of defective 
analysis, on the subject of Profit. The old slogan that “ Pro- 
duction should be for use and not for profit” conceals in rather 
cloudy language a valuable element of criticism and exhortation ; 
but when the antithesis is pressed, as Mr. Cole presses it, to the 
bitter end, it is surely found to contain also two quite misleading 
implications. First, that the production of relatively unnecessary 
or even pernicious things is bound up with a particular system 
of remuneration, whereas in fact it has its roots partly in the 
unfortunate human propensity to waste money, partly in the 
inequality of incomes: an inequality which would presumably 
be reduced, but apparently not abolished, by Mr. Cole. Secondly, 
that the sphere of fluctuating profit is co-extensive with the sphere 
of personal greed—surely an unduly simple reading of the riddle 
of human motive. Mr. Cole himself makes a curious exception 
in the case of shopkeeping : the small shopkeeper, it appears, is 
not a “capitalist”; in this calling, for no very obvious reason, 
success and not the method of remuneration becomes the hall- 
mark of infamy. And will not the price of those “collective 
contracts” in the engineering trade depend upon demand and 
conjuncture, and partake of the essence, if not of the name, of 
profits? Yet it would be absurd, of course, to suppose that a 
shop-committee could be greedy. 

In any case, is it any use to be so strait-laced? Over the 
great field of not immediately nationalisable industry, is there 
any other road to the higher industrial functions but Partnership? 
Mr. Cole condemns ‘‘Whitleyism” in unmeasured terms; and 
if it is to be nothing but a new channel for bargaining and the 
exercise of negative control—if it really contains no germs of 
partnership in government—he is right to treat it as of relatively 
little account. But the shrill fury of his attack seems to argue 
not so much a conviction that Whitleyism is incapable of develop- 
ing into constructive partnership, as a fear lest by mischance, 
if Mr. Cole’s back is turned, it should do this very thing. “Joint 
machinery, whatever its character, has nothing to do with the 
working-class demand for control.” ‘Joint machinery is purely 
an instrument for negotiating with the employer, and is in no 
sense a way by which the workers can enter upon the control 
of industry.” In such tones speak the magic-men of all ages, 
uneasy at the dawn of common sense. 

Here is a suggestion—impertinent perhaps, but made in 
genuine admiration of Mr. Cole’s great gifts of mind and spirit. 
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That for, say, two of the ten years (is it?) that capitalism has 
yet to run, he should abstain from the writing of books. That 
during this time he should seriously try to discover why people 
not devoid of intelligence or faith still detect signs of seaworthiness 
in the old ship Private Enterprise, and still hold that a voyage 
in her as mate would be no unworthy schooling for the future 
skipper of the new ship Democratic Control. Then let Mr. Cole 
break silence, and give us, if he can, the book for which we are 
waiting, the real itinerary to Cloud-cuckoo-land, the book which 
shall be for the new age what the Wealth of Nations was for the 
bad old times when production was for profit and not for use. 

D. H. RoBertson 








NOTES AND MEMORANDA 


An Excess INcoME Tax 


OnE of the most obvious and pressing necessities of the 
present fiscal situation is the substitution for the existing 
Excess Profits Duty of some form of taxation which will 
be more equitable in its incidence and have a less harmful 
effect on enterprise and industry. The project of a “Capital 
Levy” is now outside the scope of practical politics, and a special 
tax on business profits in its present form of a Corporation 
Profits Tax is not likely of itself to maintain the income of the 
Exchequer at a sufficient level when the Excess Profits Duty 
reaches the later stages of its contemplated curtailment. It 
seems clear that for that purpose additional revenue will have 
to be gathered from several sources, inasmuch as no single sub- 
stitute will make good the loss incurred by the repeal of so 
fertile a tax as the Excess Profits Duty has proved to be. New 
taxes are, as a rule, particularly expensive to collect, and therc- 
fore it is desirable that existing taxes should first be examined in 
the hope of discovering some means of adaptation or improve- 
ment which, without undue hardship, will provide additional 
revenue. A mere increase in the rates of the Income Tax on 
the existing scheme is open to the objections urged by Dr. Stamp 
in his discussion, in THE Economic JOURNAL for December, 1919, 
of the special taxation of business profits ; but it is suggested that 
such an increase by no means exhausts the possibilities of the 
case. Under the Income Tax at its present state of development 
equity is sought for in three ways—by the exemption of the 
minimum of subsistence of the taxpayer and his dependents, by 
relieving “earned” as distinct from “investment” income, and 
by graduating the effective rate of tax. On the other hand, the 
Excess Profits Duty, in general, ignores these factors, but levies 
a special toll on increases in business profits. It is proposed to 
discuss here the desirability and practicability of extending the 
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scheme of the existing Income Tax so as to apply to that per- 
manent tax the economic conceptions which are the vital prin- 
ciples of the admittedly temporary Excess Profits Duty. 

It is assumed that the conception of sacrifice is accepted as 
the proper foundation on which the standard of fiscal equity— 
whether “equality of sacrifice” or “minimum sacrifice ””—is to 
be reared, but it is desirable here to refer to one of the somewhat 
neglected implications of this conception of sacrifice. The 
conception has not been pressed—and there appears to be no 
sound reason why it should be—to the point at which an attempt 
would be made to take account of differences in individual tem- 
perament as affecting the degree of sacrifice. It would be, for 
instance, clearly repugnant to ordinary standards of justice to 
equate by some “relief” the miser’s sacrifice to that of the spend- 
thrift. Some idea of a normal temperament is required, and the 
equality or minimum should be sought for after considering those 
objective circumstances which, in such a case, would intensify or 
reduce the feeling of sacrifice. Hitherto, with the very notable 
exception of the Excess Profits Duty, too little attention has been 
paid to the fact that among the factors to be considered is the 
variation upwards or downwards in the quantum of the taxable 
mass. In society, as it is constituted to-day, there is a certain 
approach to fixity as regards individual standards of expenditure ; 
each person has his own habits of life, his own standard of saving, 
his own private charges for charity or the assistance of dependents 
—in a word, his own habitual commitment, the amount of which, 
though rising and falling with the increase or decrease in his 
income, moves more slowly and within a narrower range. The 
degree of acuteness of the sacrifice is largely determined by the 
extent to which the payment of the tax impinges upon the 
habitual commitment, and conversely where the payment has 
left that portion of the total income untouched, as, for example, 
where an increase in income coincides with an increase in the 
statutory rates of tax, the “sacrifice” is greatly reduced. Con- 
sider, for instance, three men each having this year an income 
of £3,000, whose incomes in the past have been £2,000, £3,000 
and £4,000 respectively; is equality of sacrifice obtained by 
requiring the same payment of Income Tax from each? Clearly 
not. That doctrine can be satisfied only by requiring more from 
the person whose income has risen, and less from one whose 
income has fallen, than from the third whose income is stationary 
and whose sacrifice is normal. The point appears to have 
received little consideration from the theoretic standpoint, but 
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its conscious or unconscious application is discernible in fiscal 
legislation. For instance, from 1842 to 1907 Income Tax relief 
was given to falling business profits,! and though the provisions 
were repealed in 1907 they were re-enacted and greatly extended 
during the war; it has also been suggested * that the application 
of the consanguinity basis to the Death Duties derives at least 
some portion of its justification from the fact that the more 
remote ihe relationship the more unexpected the benefit, and 
therefore the greater the faculty or the less the sacrifice; and 
the special taxation of “windfalls,” which was one of the most 
cogent arguments in favour of the Excess Profits Duty, has one 
of its roots in the same principle. If equality of sacrifice is to 
be achieved, the dynamic as well as the static condition of the 
income must be considered. An upward variation in the taxable 
mass implies a sub-normal, and a downward variation implies a 
super-normal, sacrifice in the payment of any given amount of 
tax. So long as the rates of Income Tax were low, this varia- 
tion from normal sacrifice was small, but as the rates of tax 
have risen so the payment has tended to press more and more on 
the habitual commitment, and so long as they remain at or near 
their present levels the question of variation must remain one 
of considerable importance. This leads to the conclusion that 
increases in incomes not anticipated by commitment are particu- 
larly able to bear taxation, and that a reduction in, or repeal 
of, the Excess Profits Duty should be coupled with a progressive 
attempt to levy a special Income Tax in such cases. 

Before considering the most practicable mode of proceeding, 
it may perhaps be well to refer to one or two other aspects of 
the question. 

(1) One advantage of such a tax would be that it would be 
laid on the individual and not on the business. As Dr. Stamp 
has pointed out, “ability,” as usually understood, connotes indi- 
vidual ability, and the Excess Profits Duty, by taxing a company 
without reference to the circumstances of the shareholders, may 
work counter to the generally accepted ideas of fairness. As he 
says in his article of 1919, “‘every individual in an excess-making 
company may for other reasons have a reduced total income.” 
There are theoretical grounds for the special taxation of business 
profits as such, but it may be doubted whether they could 
properly sustain a heavier strain than the Corporation Profits 
Tax which is to come into operation for 1920. 


' Income Tax Act 1842, Section 133. 
2 Cf. Soward and Willans, The Taxation of Capital, 1919, p. 110. 
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(2) It would enable “income” to be dealt with as a whole, 
and thus avoid the difficulties and friction engendered by allow- 
ances for the operation of increased capital, for the element of 
earnings of management of paid employees receiving abnormal 
remuneration, and for the exemption of certain classes of profits, 
such as those of employees, farmers and professional men. A large 
proportion of the litigation.and the administrative problems of the 
Excess Profits Duty centred round these and similar questions. 
An Excess Income Tax would not only be more consistent with 
the accepted principles of equity, it would also be more easily 
put into simple statutory form, and much less likely to 
cause litigation and heart-burning among the payers, than 
a tax on “profits,’ whether inclusive of all its elements, 
or whether exclusive of interest or earnings of management 
or both. At the same time, seeing that “profits” form 
by far the largest class of fluctuating income, the tax 
would be derived from very much the same source as the Excess 
Profits Duty. 

(8) Admittedly, it would involve a serious breach of the 
principle of taxation at the source. The question of evasion 
will be referred to again in connection with a suggested 
scheme for practicable working, but it will be found that the 
chief difficulty is not that of determining the quantum of taxable 
profit, rather is it the less serious difficulty that now confronts 
the administration in the assessment of Super Tax, namely, the 
calculation of the individual’s share of the total ascertained 
business profit. 

(4) Such a tax would have a very healthy effect on the 
general body of taxpayers. The nouveau riche is usually the 
worst offender in the embitterment of the wage-earning classes 
by lavish and often unwise expenditure. A tax which, though 
equitable and profitable to the Exchequer, kept within reasonable 
bounds the open dissipation of the uncommitted margin of a 
rising income, should have valuable results in reducing the dis- 
content and envy on the part of others which such expenditure 
inevitably provokes. 


A Practical Scheme. 


An Excess Income Tax would not be collected except at some 
expense, but it is submitted that the ratio of cost of collection 
would compare favourably with that of existing direct taxes and 
be far below that of any other feasible innovation. It is un- 
necessary here to enter into questions of detail, but it is proposed 
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to indicate the nature of the suggested scheme and to add some 
brief discussion of its general principles : 


(1) All incomes below the limit of exemption from Super 
Tax would be exempt from Excess Income Tax. 

(2) Excess Income Tax would be levied on the excess of 
the total income of the individual over (a) his average income 
for the previous three years, or (b) to £2,000, whichever be 
the greater. 

(3) In the event of a deficiency, or negative excess, repay- 
ment would be made at two-thirds the rate chargeable ; a three- 
years’ limit would apply to the carrying forward of deficiencies 
or the bringing of excesses into the account for repayment 
purposes. 

(4) Where a source of income was transferred by gift or 
through death of the grantor, the income for the three pre- 
vious years should be transferred from the average standard 
of the grantor to the grantee. 


A cardinal virtue of such a scheme is that it would require 
—subject to a possible exception to be referred to—no additional 
declaration of income from the taxpayer. At present every 
person receiving an income of £2,000 and upwards is liable to 
declare his total income for the purpose of assessment to Super 
Tax, and the declarations so made could be utilised for the 
supplementary Excess Income Tax. The possible exception 
would arise in the unlikely event of the retention of the present 
system of assessing business and professional profits to the 
ordinary Income Tax on the basis of the three-years’ average, 
in spite of the recommendation of the Royal Commission on the 
Income T'ax of the substitution for that basis of the profits of the 
preceding year. At present the declaration for Super Tax pur- 
pose for, say, the financial year 1921-22 is, so far as such profits 
are concerned, on the basis of the average profits of the three 
years 1917-18, 1918-19 and 1919-20, assuming that the recom- 
mendation in question receives legislative force, the declaration 
would be on the basis of the profits of 1919-20, and the Excess 
Income Tax for that year could be assessed simultaneously with 
the Super Tax lability for 1921-22. The Royal Commission 
were “rather reluctantly driven to abandon any intention of 
recommending the year of assessment as the basis for all pur- 
poses,” and expressed the hope that “at some future time... . 
Income Tax may yet be charged on the income of the actual 
year.” It is obvious that such a change would facilitate still 
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further the assessment of an Excess Income Tax as an integral 
part of the total direct taxation of a year’s income, by eliminating 
the undesirable length of time between the year when the 
excess income accrued and the date when the assessment would 
normally be made. It will be observed that the standard rises 
and falls, but more slowly and within a narrower margin than 
the actual income. It can therefore be claimed that the standard 
would have some substantial claim to play the part of the 
habitual commitment in the determination of the amount of 
income fairly chargeable at a special rate. 

The mobility of the standard is obviously essential in a per- 
manent tax, and it is also required by the fundamental concep- 
tion of the effect of “variation” on sacrifice ; in addition, it would 
be of prime importance in the successful administration of the 
tax. The question of evasion of Income Tax and Excess Profits 
Duty is a very disturbing one; the war sharpened the edge of 
the public conscience, while at the same time it necessitated the 
raising of rates of duty to levels which greatly increased the 
temptation to evasion; it is to be feared that the cessation of 
hostilities has dulled the edge of conscience, while the temptation 
remains nearly as great as ever. Fortunately for the adminis- 
tration of taxes on profits, the increased complexity of modern 
business and the generally recognised principle that all persons 
interested in a business, whether as owners, partners, employees 
on commission or shareholders, should be protected by verification 
of the books of account by independent audit, have greatly fostered 
the art of accountancy both in the efficiency of its methods and 
in the flexibility with which it adapts itself to the circumstances 
of different industries. To this progress and to firm and wise 
administration on the part of the Board of Inland Revenue is 
largely due such success in the restriction of evasion as has been 
attained. But the importance of this question, both from the 
material point of view of the yield of the-Income Tax and of 
the effect on the general community, can hardly be overrated, 
and any reconstruction or adaptation of a tax on income must 
therefore be judged to a large extent on its liability to evasion. 
A moving standard has this outstanding merit, that the person 
who contrives a successful evasion automatically depresses his 
own standard for the future and may run a risk of incurring 
heavy penalties for little or no ultimate gain. For this reason 
no “loading” of the standard by the choice of years could be 
admitted, and, indeed, there seems to be no valid reason why 
it should be called for, except that it would probably be sug- 
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gested on the quite misleading analogy of the Excess Profits 
Duty. 

The exemption limit, it is suggested, should be the same as 
for the Super Tax, partly because that would facilitate the 
practical working of the scheme as an adjunct to an existing tax, 
and partly because that limit seems to provide a reasonable line 
of demarcation between the field where a moderate rate of duty 
would provide a substantial revenue and that where the prob- 
uble yield would entail too high a ratio of trouble and expense. 
Further, as regards moderate incomes, the “habitual commit- 
ment” seems to respond more quickly and effectively to any 
increase in income. 

The question of the negative excess or “deficiency ’ 
this difficulty, that, if repayment is to be freely permitted, the 
ultimate effect might reduce the total revenue to small propor- 
tions. In general, the income of an individual does increase up 
to the point of retirement, but there may then ensue a more or 
less prolonged period when the income is reduced, and if repay- 
ment is made without check or limit in respect of the deficiencies 
so arising, the tax becomes in some sense a pension fund. The 
retrenchment of expenditure when income is falling is, in 
general, a prime duty, and in the case of retirement is customary 
and frequently easy—old age often finds its chief pleasure in its 
earlier comforts rather than in its earlier luxuries. It is there- 
fore suggested that repayment should be subject to two restric- 
tions—first, that the rate should be less than the corresponding 
rate for payment; and, second, that no computation for assess- 
ment or repayment should take into account excesses or 
deficiencies applicable to any period prior to the three years 
immediately preceding the year in question. One result of this 
would be that the yield of the tax would be particularly sen- 
sitive to, and sympathetic with, trade fluctuation. It may be 
objected that already too large a portion of the revenue is sym- 
pathetic, and that it would be unwise to adopt any fiscal scheme 
which would increase the risk of a Budget deficit whenever 
general trade conditions became adverse. But industry and 
commerce represent the only sources from which for some time 
to come the heavy demands of the Exchequer can be met, and 
therefore the fact has to be faced that revenue is, and must 
remain for a long period, sympathetic to trade conditions. In 
this connection it may be suggested—though the point is not, 
perhaps, closely germane to the present topic—that the time 
has come for a breach with the established practice of forecasting 
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a definite revenue, and applying a surplus to reduction of debt, 
if it is not—as it probably would be—“raided” for some other 
purpose; the wiser and more business-like course is surely to 
frame the Budget for a definite amount of debt reduction and 
carry forward to the next year any surplus or deficit on the 
National Accounts. If this were done, the objection to taxes 
sensitive to trade fluctuation would be greatly reduced. Another 
point in the same connection it that the restriction of the allow- 
ance for deficiencies would penalise fluctuating profits which 
hitherto have received lenient treatment under the Income Tax 
Acts, special relief being given to falling profits, with no con- 
verse accentuation of tax in the case of rising profits. This is 
admittedly a real difficulty, but two considerations may be 
advanced tending to justify a certain amount of stress in the 
taxation of fluctuating profits. In the first place, such profits 
usually possess something of the ‘‘windfall” nature; the “ wind- 
fall” has two characteristics from the fiscal standpoint—it is 
not covered by committed expenditure and it has an element of 
luck; the latter feature may justify some special rigour in the 
treatment of the former. In the second place, an income subject 
to super-normal fluctuation does, in general, imply a sub-normal 
habitual commitment; the exceptions are many and obvious, the 
nature of the business may attract to itself or cultivate the 
reckless temperament, but, given ordinary prudence and self- 
restraint, a man whose profits are subject to violent fluctuation 
does, in fact, usually leave unexpended a larger margin of his 
income than another receiving a fixed, or less fluctuating, income 
of the same average amount. At the same time, few would be 
inclined to envy a Chancellor of the Exchequer called upon to 
defend the reduced rate of repayment on these somewhat abstract 
grounds, and it would clearly be a difficult matter to carry the 
point politically. It is suggested, however, that the scheme out- 
lined above is not without some merits, even if this point were 
waived and payment and repayment made at the same rates. 
There is, and presumably will continue to be, a large class of 
men who, during the course of their business careers, build up 
considerable fortunes out of incomes increasing from year to 
year; in such cases the advancing income implies a sub-normal 
sacrifice which might reasonably be equated by a supplementary 


Income Tax in some such form as that indicated here. 
R. W. GREEN 
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Tue New SoutH WALES SCHEME FOR THE GRADING OF WAGES 
ACCORDING TO FamiIny NEEDS 


AT a time when questions of wages—the principles on which 
they should be regulated and the scale which different industries 
and professions can afford to pay—are occupying a larger share 
of public attention than ever before, it is curious that one aspect 
of the subject is almost invariably ignored. In such discussions 
it has become customary to take it for granted that in the case 
of men-workers the minimum scale adopted shall be at least 
sufficient to cover the primary cost of maintaining a family— 
the mean family being usually reckoned as five persons. For 
example, the Report of the Dockers’ Court of Inquiry states that 
this principle and this type of family were accepted without dis- 
pute by employers and men, and it was further assumed that 
the standard aimed at should include not only bare necessaries, 
but ‘the comforts and decencies which are promotive of better 
habits.” The Report alludes casually to the facts that not all 
men have families and that all families are not of the same size, 
and says, “if the bachelor case could have been separately treated, 
probably no one would have seen any objection in principle to 
doing so.” But it dismisses the idea of differentiating between 
married and single men on the ground that it would defeat its 
own ends, since “the cheaper labour would tend to have the 
better chance of the job.” Mr. Rowntree in his Needs of Human 
Labour makes an equally casual allusion to the same possibility 
and dismisses it for the same reason. 

This offhand treatment of the subject is strange when we 
remember that, so far as can be estimated from the available 
figures, the proportion of men who have dependent children— 
reckoning the period of dependency as fifteen to sixteen years, 
cannot well exceed 50 per cent. Of these, many, of course, have 
less and many more than three children. It follows that a wage 
system based on the needs of the five-member family involves 
a stinting of the large families and a surplus paid to more than 
half the wage-earners concerned. Assuming, therefore, that 
there is a limit, whatever the limit may be, to the proportion of 
the product of each industry and of national income as a whole 
that can conceivably be spent on wages, it is plain that the 
supposed necessity of spending so large a share of it on the 
childless involves a very great lowering of the possible achiev- 
able standard of family life. 
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From this point of view, the scheme proposed a year ago, by 
the late Government of New South Wales, for (in effect) grading 
wages according to family needs, deserves more attention than 
it has received in this country. The circumstances which led 
to the proposal were as follows: Under recent legislation, the 
New South Wales Board of Trade is required to declare annually 
what should be the minimum wage for men and women workers 
on the basis of the current cost of living. The State Arbitra- 
tion Court has then to fix the wages for each industry under its 
jurisdiction on the basis of thisdeclaration. The rate first fixed for 
males was £3, calculated on the needs of the five-member family. 
The following year it rose to £3 17s., involving an additional cost 
of nearly twelve millions. It was reckoned that this would lead 
to a rise of 20 per cent. in the cost of living, presaging another 
rise in wages the following year. Finding themselves faced with 
an interminable “race between wages and prices,” and threatened 
in addition with a paralysis of industry and growth of unemploy- 
ment, the Government set themselves to devise a method of 
economising, by grading wages according to the family responsi- 
bilities of the worker, without giving the employer an induce- 
ment to prefer single men. The result of their reflections is 
embodied in the Maintenance of Children Bill, 1919, which passed 
the Legislative Assembly, but was rejected by the Legislative 
Council, so is not yet law. The Bill begins by declaring that 
henceforth the minimum wage for male employees shall be based 
on the needs of a man and wife. The wages of women employees 
are not alluded to, but presumably are regulated, as before, 
on the basis of individual subsistence. The Bill then proceeds 
to make provision for the needs of the children as follows: The 
Board of Trade is required to determine annually the cost of a 
child’s maintenance and to ascertain the number of children of 
employed persons (excluding domestic servants and agricultural 
workers), children of male and female employees being reckoned 
separately, and the employees divided into twelve wage groups. 
The sums necessary to maintain the children of male employees 
and also of female employees having been thus ascertained, every 
employer is required to pay his share of both sums, calculated 
according to the number of his employees, married or single, 
male or female, into a Central State Fund called the Maintenance 
of Children Fund. This is shared out among the employees 
according to the number of their children, the payments being 
made monthly, not to the man himself, but to the mother, or, if 
she is dead, to the acting female guardian of the children. The 
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payment for a single child is at a higher rate than that for 
subsequent children. When the wage of the employee is above 
five shillings in excess of the legal minimum wage, the payment 
on behalf of his children is reduced by one-twelfth for every five 
shillings, or part of it, by which his wage exceeds the minimum. 
No payment is made in respect of the children of an employee 
whose income exceeds £8 a week or £400 per annum. No 
payment is made while the employee is on strike. 

The Government Report on the financial provisions of the Bill 
estimate that the average number of children per man employee 
of'eighteen years and upwards is one, and that the effect of the 
Bill would be to reduce the extra cost in wages of nearly twelve 
millions, entailed by the previously proposed flat rate increase of 
17s. per week per male employee, to an extra cost of six and a 
half millions, a saving of nearly 50 per cent. 

Information has been received—but for its validity I am 
unable to vouch—that the new Government of New South Wales 
has announced its intention of reintroducing this Bill, or one 
on similar lines. It is easy, however, to see that it contains 
provisions that are not likely to commend it in its original form 
to a Labour Government. Apart from these, it is manifest 
that the train of thought on which the Bill is based should in 
logic have been carried a little further. By making no distinc- 
tion between the minimum wage of the bachelor and the married 
man without children, it appears to assume, as is probably the 
case, that the cost of living of a single man in lodgings is not 
markedly less than that of the married man who obtains in his 
wife an unpaid housekeeper. But is this not also true of the self- 
supporting spinster? If the Bill had established the same legal 
minimum for men and women workers, it would have swept 
away the obstacle which at present prevents the full develop- 
ment of the productive capacities of women workers, by making 
it possible for them to compete in the labour market with men 
on terms that are at once free and fair. Another defect of the 
scheme is that, like our present system, it makes the cost of 
rearing future generations—a matter which surely concerns the 
whole community—a burden on those particular industries which 
employ chiefly male iabour, while those industries employing 
principally women and young persons and those in which labour 
of any kind is a small part of the cost of production, escape 
bearing their fair share. Thus the cost of production of textile 
goods, tobacco, and confectionery is lightened at the expense of 
great staple industries such as transport, mining, and agriculture. 











1920] BRITISH ASSOCIATION MEETING AT CARDIFF 553 


Considerations such as these point to a general scheme by which 
the primary cost of the maintenance of children should be 
separated altogether from the question of wages and made a 
general charge on the community. Perhaps, however, it is the 
merit of the New South Wales scheme that it avoids so complete 
a break with tradition as this would involve, and brings a reform, 
which only a few theorists have hitherto dared to suggest, into 


the sphere of practical polities. 
ELEANOR F. RATHBONE 


NOTES ON THE BRITISH ASSOCIATION MEETING AT CARDIFF, 
Auaust, 1920 


Section F (Economic Science and Statistics) 
President: J. H. CuapHam, C.B.E., Litt.D. 


THE muster of economists of standing was very poor, poorer 
even than last year at Bournemouth. There were very few 
representatives from the older universities, or, indeed, from 
any of the universities (Nottingham and Newcastle being 
honourable exceptions). There was no one from the Board of 
Trade or other Government Departments concerned with economic 
problems. This abstention is remarkable, in view of the large 
attendance of senior scientists in all the other sections and the 
fact that there is no other annual gathering, so far as we are 
aware, of British economists as a body. It is also highly regret- 
table. Last year at Bournemouth some half-dozen leading 
employers and financiers read papers or contributed to the dis- 
cussions. This year some admirable papers were read by junior 
economists, who would have been the first to welcome criticism 
and further conversations with their seniors. As an industrial 
centre Cardiff was without rival. Each afternoon the Section, 
either with other sections or separately, visited industrial estab- 
lishments—docks, tinplate works, iron and steel works, and that 
strange, densely-populated hinterland of narrow valleys, packed 
with coal trucks, railway lines, long rows of monotonous houses, 
and sufficient social ferment to satisfy the greediest investigator. 
May we not ask for a little more support? Next year the 
Association meets at Edinburgh. 


Summary of Proceedings. 


Tuesday, August 24th, was devoted to matters agricultura). 


Mr. L.. Smith Gordon, well known as an author and pioneer of 
PP 2 








554 THE ECONOMIC JOURNAL [DEC. 


agricultural co-operation in Ireland, stated the case for the better 
organisation of the business side of agriculture. Will farming 
follow manufacture and end in large farms run on factory lines; 
or is there a serious rival in the co-operative society, which leaves 
the farmer alone as a grower of produce, but unites him for 
purchase of materials and implements and for the finishing and 
marketing of his products? If English farmers are still shy of 
accepting the second alternative, there is no such hesitation in 
California or Canada or other parts of the New World, where 
co-operative organisation is already assuming, not merely an 
economic, but also a political significance. Mr. Smith Gordon 
sees the farmer of the future as “something much more than a 
farmer, as that name is now understood. He will become a 
manufacturer and a business man, with a large part of his atten- 
tion focussed on the small factory, creamery, distillery, bacon 
factory, abattoir, or the like, in which he is _ particularly 
interested.” 

Mr. J. Lassen followed with an account of the Danish Credit 
Corporations. ‘These are land banks, whose bonds are as much 
in favour with the Danish public as State and Municipal securities. 
Though not co-operative banks in the sense of the Schulze- 
Delitzsch or Raiffeisen banks, they are organised from the stand- 
point of the borrowers or users of capital. Is there scope for a 
similar development in agriculture or building in England? As 
the result of private sales, farmers are now becoming the owners 
of great blocks of land; and, if in addition an efficient system of 
land registration and land transfer is established, the land bank 
may in no distant future come into its own in this country. 
Similarly, in building there is something sadly lacking. The 
building society seems to have lost its old driving force ; the muni- 
cipality is doing a little, but on terms that do not pay. We are 
persuaded that it is only by voluntary organisations of house 
consumers, like the Tenants’ Co-partnership Societies, that we 
shall make any headway in this paralysed industry. And here, - 
too, an organisation like the Danish Credit Corporation would 
assist. 

Tuesday’s programme included also an able plea for Decimal 
Coinage by Mr. H. Allcock. 

The experiment of deferring the President’s Address (printed 
supra, p. 423) till the second day (Wednesday) was successful, a 
number of members from other sections being thus able to attend. 

Mr. J. G. Cheetham, a local authority, followed with a paper 
on ‘Coal Supplies and the Effects of Diminished Output on 
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Cardiff Shipping.” He showed that in the last few months an 
increasing number of vessels left Cardiff in ballast, and that one 
effect of the check to the coal export trade was a slump in the 
value of tonnage. “A boat offered for £240,000 a few weeks ago 
was offered for £180,000 a few days ago. . . . The coal exporters 
and their employees were short of work, the middleman, as such, 
had been practically squeezed out.” 

Mr. R. F. Adgie, of Clare College, Cambridge, reviewed the 
position of the mining industry in its economic and psychological 
aspects with regard to their bearing on the socialisation of owner- 
ship and control. He argued that economic considerations 
demanded a policy of unification, which could be attained under 
the existing capitalist system, but that the morale of capitalism 
in the mining industry was breaking down, and that on the whole 
the psychological factors told in favour of nationalisation. His 
statement that technical staffs were willing to serve under a 
nationalised system was challenged by a local gentleman, late 
general manager of Messrs. Cory Bros. ; and we could wish that 
Mr. Adgie had brought with him the volume of the Coal Com- 
mission from which, we presume, his statement was taken. 

Thursday was devoted to Finance. Mr. A. H. Gibson gave 
a lengthy paper on “Credit, Inflation, and Prices,” reviewing in 
turn the evolution of bank credit from the time of the goldsmith 
bankers, the modern functions and duties of banks, the peculiar 
position of the Bank of England, and the change in the banking 
position since 1914. This country, he argued, was going to pay 
a very high price for the inflation effects following the creation 
of about £1,800,000,000 additional available purchasing power 
during and since the war. “Inflation could have been avoided 
to a considerable extent during the war by a firmer Government 
financial policy. Greater use should have been made of the 
weapon of taxation, and compulsory loans to the Government 
should have been instituted, if necessary, after suitable warning.” 

Mr. A. J. Beamish (of Corpus Christi College, Cambridge) 
followed with a paper which provoked a first-rate discussion. He 
made perfectly clear at the outset the sense in which he used 
“inflation ’—namely, depreciation of the pound sterling in dollar 
exchange—and, without attributing this depreciation to wilful 
Governmental blunders, he urged that the return to a gold 
standard was a process fraught with difficulty and only attainable 
by a drastic contraction of expenditure. Several local bank 
managers and accountants (to whose hospitality, we would grate- 
fully remark, the Section was indebted for a motor trip to the 
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Ebbw Vale Steel Works) took part in the discussion. The 
session closed with a short paper by Mr. R. Trouton (of King’s 
College, Cambridge) on “The Liquidation of International Debts,” 
his thesis being “the fact that it was advantageous during the 
war for some countries to furnish mainly finance and others mainly 
men is not a reason for making the latter pay a tribute to the 
former.” We could wish that there had been representatives 
present from France and America to present their respective points 
of view. 

On the last morning, Friday, Sir Edward Brabrook, ex-Presi- 
dent and staunchest supporter of Section I', submitted reports 
from the Sub-Committees on (1) Credit, Currency, and Finance, 
and (2) Cheaper Travelling Facilities. He has the address and 
enthusiasm of a young man, and we hope that for many years 
more he will honour Section F by his presence. The final paper 
of the morning was by Mrs. Wootton, of Girton College, Cam- 
bridge. ‘The title of her paper was “On the Future of Earning.” 
By the help of tables on the blackboard she instituted comparisons 
between wages increases, increases in wholesale and retail prices, 
and the increase in the actual expenditure by a representative 
working-class family during and since the war. She made a very 
pretty point of the way in which actual expenditure, which was 
kept down by rationing during the war, has now drawn level with 
the increase in retail prices. Professor W. J. Roberts, of Cardiff, 
Local Secretary for the Section, opened the discussion, and all 
who took part paid tribute to the humour of the reader and her 
skill in marshalling figures and elucidating the extent to which 
“subsidies”? enter into the annual quantity of goods consumed 
by the working classes. Shall you pay a man according to the 
value of his work or the size of his and his family’s stomachs? 
There is a big difference between the two methods; and though 
most of us are reconciled to a minimum wage which is really a 
minimum, few can contemplate with equanimity the prospect of 
a society in which what you do counts for little by comparison 
with what you pronounce essential to the standard of living you 
have elected to demand. 

C. R. Fay, Recorder of Section 





NoTE ON RECENT CURRENCY EVENTS IN RUMANIA 
THE Rumanian Government has recently withdrawn the 
Kronen and Rubel notes circulating on Rumanian territory, with 
the result that the Lei notes are now the only legal tender of 
the country. 
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In the year 1919 the Rumanian Government counter-stamped 
the Kronen notes circulating in the territories which belonged 
formerly to Austria-Hungary. It was unable to withdraw them 
immediately, for the National Bank did not possess the neces- 
sary quantity of Lei notes amounting to several billions. These 
notes had been ordered abroad, but they did not arrive until 
July, 1920. 

In August, 1920, the Government ordered the registration of 
the amounts of Kronen possessed by particular individuals. The 
rate of exchange was not yet fixed, and at that time the majority 
of the public expected a very unfavourable exchange rate to be 
fixed, inasmuch as the illicit rate varied between 350 and 420 
counter-stamped Kronen for 100 Lei. As they expected an im- 
provement sooner or later in the exchange rate for Kronen, they 
declared for registration only part of the Kronen notes they 
possessed. Furthermore, a considerable part of the village popu- 
lation were not able to declare their stocks in good time. 

During the few days that elapsed between the date of registra- 
tion and the beginning of the withdrawal of the notes everybody 
wanted to get rid of their registered Kronen notes. The shops 
were overcrowded as never before, and the pessimistic public 
purchased enormous quantities of goods without asking thvir 
P'ce. 

The business of withdrawal began on September Ist, at a rate 
which took everyone by surprise. Two Kronen were exchanged 
for one Leu. As the quantity of Lei notes ready printed was 
still insufficient, only 60 per cent. of the withdrawals have been 
paid in cash, temporary receipts which were not negotiable being 
given for the remaining 40 per cent. 

The consequence of the favourable exchange rate was that 
everyone wanted to exchange the whole amount of Kronen notes 
they possessed. Yet nobody could exchange more than he had 
declared for registration. The speculators who hoarded the 
Kronen notes, as well as the merchants and manufacturers whose 
note stocks had been enormously increased, in consequence of 
the above-mentioned purchasing fever of the public, were given 
receipts only for the time being for their excess holdings above 
what they had declared personally. Eventually the origin of 
these holdings is to be revised by special committees, which will 
treat those which have been acquired in good faith similarly to 
the amounts registered by the original holders. 

Although statistical data of the withdrawal are not yet avail- 
able, it is obvious that the Lei note circulation of the territories 
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concerned is much less than half the amount of the former Kronen 
note circulation. Even if everybody had been able to exchange 
the whole amount of Kronen notes they held, the Lei circulation 
would be, allowing for the 40 per cent. which have been with- 
drawn against receipts, only 30 per cent. of the Kronen circula- 
tion. The excess holdings of speculators and merchants, referred 
to above, which have not been exchanged were—according to 
unanimous reports of the whole Rumanian Press—very con- 
siderable. We may put them, without exaggeration, at another 
20 per cent. of the original amounts. This signifies that not 
40 per cent., but 60 per cent. of the Kronen notes have been 
withdrawn, not in exchange for Lei notes, but against receipts. 
Thus, instead of 50 per cent., the Lei circulation is only 20 per 
cent. of the former Kronen circulation. As the receipts are not 
negotiable, and the date of their repayment is quite uncertain, 
they do not represent actual purchasing power. 

The price of every sort of commodities and services has been 
nominally halved in consequence of this transaction. Everything 
became half as much in Lei as it was in Kronen. Naturally, 
this situation lasted only during the period that immediately 
succeeded the withdrawal transaction. The price of home pro- 
ducts of the territories concerned remained substantially un- 
changed for several months. The prices of imported articles 
decreased suddenly, partly because they were cheaper in the old 
kingdom, partly in consequence of compulsory price limitations 
of the authorities. Yet these ulterior changes are not important 
from the present point of view. The only essential phenomenon 
which ought to be emphasised is that the prices in Lei were, 
immediately after the operation of withdrawal, just 50 per cent. 
of the prices in Kronen. Merchandise which was worth on 
August 31st 200 Kronen, became worth on September Ist 
100 Lei. 

This seems to be quite natural and simple. Yet if we take 
into consideration that the nominal amount of the note circula- 
tion decreased not to the half but to one-fifth of its nominal 
amount, and, besides, that 100 Lei on August 31st were worth 
not 200 Kronen but about 400 Kronen, we have to admit that 
the phenomenon we are confronted with is not at all simple. If, 
on August 31st, the question had been raised, what will be the 
immediate effect on prices of a transaction under exactly the 
same circumstances as described above, probably only a very 
small percentage of economists would have replied that prices 
would just halve. 
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Professor Irving Fisher writes the following on this subject! : 
“. . . Let us suppose the Government to double the denomina- 
tions of all money; that is, let us suppose that what has been 
hitherto a half-dollar is henceforth called a dollar, and that what 
has hitherto been a dollar is henceforth called two dollars. Evi- 
dently, the number of ‘dollars’ in circulation will then be 
doubled; and the price level mentioned in terms of the new 
‘dollar’ will be double what it would otherwise be. Thus we see 
how the nominal quantity of money affects price levels. . . . It 
is the number and not the weight that is essential.” * 

Yet in the case of the withdrawal of the Kronen notes, for 
the reasons stated above, an extraordinary exception has taken 
place. The Rumanian Government halved the denominations 
of all money ; that is, what has been hitherto a Kronen is hence- 
forth called a half Leu, and what has hitherto been two Kronen 
is henceforth called one Leu.* However, the “number of mone- 
tary units in circulation” has not been halved, it has been reduced 
to one-fifth. Thus it was not “the nominal quantity of money” 
that affected the price level. Although the State defined the 
relation between the old money, Kronen, and the new money, 
Lei, as two to one, the nominal amount of note circulation 
decreased, not by 50 per cent., but by 80 per cent. Even if the 
objection is raised that the temporary receipts do possess actual 
purchasing power, there remains still a difference (20 per cent.) 
of the excess holdings retained. Thus, even according to this 
conception, the nominal quantity of note circulation did not 


decrease by 50 per cent., but by 40 per cent. 
PauL EKINzIG 


RECENT OFFICIAL PAPERS. 


Journal of the Department of Agriculture in Ireland. Vol. XX. 
No. 3. 


The usual record of agricultural experiments and achievements 
is diversified by two remarkable communications to the Council of 
Agriculture. Mr. Gill, retiring from the Secretaryship, records with 
satisfaction the pacific influence of co-operation. For instance, at 
the Sligo Technical School lately, in the midst of tumult in other 
spheres, he heard a resolution moved by the Sinn Fein Mayor, 
seconded by the Protestant Rector, who was a Unionist pamphleteer, 
and supported by labour members and employers of labour. Dr. 


1 Irving Fisher, The Purchasing Power of Money, New York, 1920, pp. 29-31. 


2 Italics are mine. 
3 That it is not the same notes the denomination of which has been changed, 


but that new notes were issued, is an unessential technical difference. 
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Kelly, Bishop of Ross, denounces a “‘ worker’s’’ or “‘ proletariat ’’ 
republic as unsuited to Ireland, where ownership is so widely 
diffused, 552,000 out of the total 910,000 families being occupiers of 
land. 





Sixty-fifth Annual Report of the Registrar-General for Scotland, 
1919. -[Cmd. 980. ] 

The birth-rate was 21°71 per thousand, 1°54 higher than the pre- 
vious year, but 2.64 below the mean of the previous decade. There 
was a birth of ‘‘ quadruplets,’’ all four alive. The marriage-rate 
was 9.02 per thousand, 1°45 above that of 1915, previously the 
highest. The death-rate was 15°35 per thousand, a very little less 
than that of the previous quinquennium and decade. 

Report on the Employment of Women and Young Persons on the 
Two-shift System. [Cmd. 1037.] 

A case has been made out for allowing the adoption of the system 
in certain industries; but the question has not yet passed out of the 
experimental stage. 


CURRENT TOPICS 


THE following have been elected to membership of the Royal 
Economic Society :— 





Ahmad, F. 

Alworth, Marshall W. 

American Institute of 

Accountants. 

American International Cor- 
poration. 

Ayoub, J. H. 

Bagley, F. P. (life). 

Baker, E. R. 

Banerjee, R. R. 

Barabino, E. 

Basu, Prof. P. C. 

Bauer, Prof. §S. 

Behre, T. S. 

Bein, E. B. 

Bell, Dr. J. W. (life). 

Birch, G., M.B.E. 

Blakey, Roy G. (life). 

Blood, J. B. 

Brain, EK. R. 

Brindley, J. KE. (life). 

Brown, H. J. 


Buie, Walter A. 

Burbank, Prof. H. H. (life). 

Byers, Isaac W. (life). 

Cancio, Dr. Leopoldo. 

Canfield, A. J. (life). 

Carter, R. A. 

Charnan, F. R. 

Coats, R. H. 

Collings, Harry T. (life). 

Compton, Wilson (life). 

Curtis, G. L. 

Cushny, T. 

Dahl, Gerhard M. 

Day, Prof. E. E. (life). 

Desai, M. H. (life). 

Diamond, J. Waisman. 

Dominion Bureau of Statis- 
tics, the Department of 
Trade and Commerce, 
Ottawa. 

Douglas, Paul H. 

Dreher, Harold J. (life). 
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Duguid, D. S$. 

Dunn, C. W. (life). 

Eaves, Lucile (life). 

Eliott, Gilbert. 

Ellis, George W. (life). 

Ewalt and Waggener 

Fayant, Frank H. 

First National 
Louis. 

Fisk, Harvey E. 

Fletcher, Henry. 

Frame, 8. J. (life). 

Fraser, T. H. (life). 

Frederiksen, D. M. 

Friday, David (life). 

Galliver, George A. 

Ghosh, P. C. 

Goodhue, Everett W. 

Goodwin, J. FE. 

Green, R. W. 

Guinness, A. R. 

Guleri, Prof. J. 

Hamill, Charles H. (life). 

Hammond, John H. (life). 

Hannon, P. J. H. 

Heath, A. W. (life). 

Hewes, Amy. 

Hodge, C. H. 

Hodge, D. H. 


Hitcheock, Rev. Dr. G. S. 


(life). 
Holmes, H. C. 
Hope and Co., Amsterdam. 
Hopkins, Louis J. (life). 
Hopson, H. C. (life). 
Insull, Samuel (life). 
Johannsen, N. 
Jones, Capt. O. J. 
Jue, J. H. 
Keator, C. E. 
Kellogg, Dr. J. H. 
Kimber, A. W. 
Kleene, G, A. (life). 


Bank, St. 
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Knight, W. A. (life’. 
Koster, F. J. 

Kwok, Yam-Tong. 
Landone, Brown. 

Lewis, A. G. Baker (life). 
Loomis, Robert H. (life). 
Luboff, E. 

McAleer, C. L. 
McCarthy, C. P. 

Maclean, Sir Donald, K.C. 
McClellan, George B. (life). 
McDonald, Jesse. 

Maung, M. T. 

May, George O. (life). 
Mears, Eliot G. 

Metcalf, Maynard M. (life). 
Miller, Mrs. E. C. T. (life). 
Morgan, J. Pierpont (life). 
Morris, EK. B. 

Morris, Ray. 

Moyer, Melbourne 5. 
Muller, Jean P. (life). 
Murdoch, J. H. 

Musafar, K. C. 

Nagel, Charles (life). 
Napier, E. S. 

Ochs, Adolph 8. 

Okami, 5S. 

Oseroff, A. 

Otzuka, K. 

Oung, Maung T. 
Papazian, G. 

Parker, Prof. C. 

Patterson, Stewart. 

Patil, R. S. (life). 

Peavey, L. D. 

Pfeiffer, C. G. (life). 
Putnam, Bertha H. 

Pye, P. 

Rai, 8. C. 

Ramsay, A. 

Raynes, George W. (life). 
Read, A. S. 
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Roberts, G. E. 

Robins, Kingman N. (life). 

Rochester Bureau of Muni- 
cipal Research, New York. 

Routh, J. W. 

Saunders, Capt. C. L. 

Scholz, EK. M. 

Secretariat General des 
(Euvres Sociales Chré- 
tiennes de Belgique. 

Sen, D. K. 

Shaw, A. W. 

Sisson, F. H. 

Smith, J. B. 

Smyth, William H. (life). 

Snavely, T. R. 

Sri Krishna. 

Stein, Ernst. 

Sterrett, J. E. (life). 

Stout, C. F. C. (life). 

Stroock, S. M. 

Subercaseaux, Guillermo 
(life). 

Tait, D. C. 

Tanenbaum, Jerome. 

Thatcher, W. S. (life). 
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The Anglo-South American 
Bank, Ltd. 

The Chemical National Bank 
of New York. 

The Director of the Inter- 
national Intermediary In- 
stitute, The Hague. 

The Toronto Carpet Manufac- 
turing Co., Ltd. 

Vanderlip, P. A. 

Van Hasselt, Dr. N. 

Voegelin, F. E. (life). 

Warburg, Paul M. 

Watt, Rev. 
(1921). 

Watson, R. A. 

Weil, C. A. 

Wessmann, A. C., (life). 

Wilson, H. L. 

Western Electric Company, 
Incorporated, New York. 

Wood, William Allen (life). 

Woodbury, Robert M. (life). 

Woodward, M. F. 

Wolfe, F. E. (life). 

Wright, Stanley F. (hfe). 

Young, Allyn A. (life). 


Lewis, S. J. 








The following have been admitted to library membership :- 
Bibliothek der Britisch-Deutschen Stiftung ; Commercial Library, 
Birmingham Public Libraries (1921); Economic Club, Portage 
la Prairie, Manitoba; Metropolitan Life Insurance Co., New 
York City ; National City Financial Library, New York ; National 
Industrial Conference Board, Boston; National Unionist Associa- 
tion Reference Library; Prince Consort’s Library, Aldershot : 
Reading Room Association, Tufts College Library, Mass. (1921) : 
Smethwick Public Library; The Commercial Museum Library, 
Philadelphia ; The Grain Growers’ Guide, Winnipeg; The John 
Rylands Library; The Mitchell Library, Glasgow ; University of 
Arkansas Library; University College Library (1921); and 
Wallaces’ Farmer, Iowa. 

An International Free Trade Conference, convened by the 
Cobden Club, was held in the Caxton Hall on October 5th, 6th 
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and 7th, at which the following were discussed : (1) “'The World’s 
Existing Economic Position: How far can it be remedied by 
Free Trade?” Paper by Mr. Hartley Withers; chairman : Lord 
Beauchamp. (2) “The High Cost of Living : How far can it be 
remedied by Free Trade?” Paper by Miss Van Dorp; chair- 
man: Mr. J. A. Spender. (3) “Financial Stability : How far 
can it be restored by Free Trade?” Paper by M. Yves Guyot ; 
chairman : Sir George Paish. (4) “The Open Door.” Papers by 
Mr. J. A. Hobson and Professor Kielstra; chairman: Lord 
Sheffield. (5) “Free Trade as a Necessary Condition of an 
Effective League of Nations.” Papers by Mr. Chas. Roberts, 
M. Gaston Moch, Mr. Edouard Bernstein ; chairman: Professor 
Gilbert Murray. (6) “The Danger of Protection in Great 
Britain.” Paper by Mr. F. W. Hirst; chairman : Sir Hugh Bell. 
The Conference was concluded by a dinner at the Hotel Cecil 
on October 7th, at which Sir John Simon presided. 


Sir JAMES Dovuiz writes :—‘‘An apology is due to Mr. Brij 
Narain for the criticism in the last two sentences of the review 
of his Essays on Indian Economic Problems (Economic JOURNAL, 
September, 1920, p. 393). The author’s statement was not 
incorrect, as the critic supposed. A long residence in India had 
so accustomed the latter to a silver coin, equal in value to six- 
teen copper coins, that he inexcusably read 183d. as 1s. 24d.” 

THE Court of Aberdeen University will proceed shortly to 
elect to the Chair of Political Economy, founded by the liberality 
of Sir Thomas Jaffrey, one of Aberdeen’s most prominent citizens. 
The endowment will provide a yearly income of upwards of 
£1,000 (one thousand pounds), and the Professor appointed will 
be entitled to a liberal pension. Particulars of the appointment 
can be obtained from the Secretary of the University, Marischal 
College, Aberdeen. 


Metron, the new international review, is designed to promote 
the knowledge and appreciation of statistical work done in 
different countries. Such work is now buried in journals pub- 
lished in different countries and dealing with various sciences, 
astronomy, agriculture, botany, chemistry, and so on, through a 
whole alphabet of special subjects. In addition to a bibliography 
of publications received, each number of the review will contain 
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one or more analyses of statistical works or of results perhaps 
taken from works not exclusively statistical in character. Each 
such analysis will deal with a particular branch of statistics, 
e.g., demographic sanitary, anthropometric or economic statistics. 
There will also be an analysis of sources and of mathematical 
work bearing upon statistics (calculus of probabilities, interpola- 
tion, etc.). Metron will be catholic; its pages will be open to 
those who employ no methods beyond the scope of ordinary 
cultivated men as well as to those who delight in the most refined 
and subtle developments of mathematical science. Though pub- 
lished in Italy, Metron will admit French, English and German 
on terms of complete equality with the Italian language. The 
editor and proprietor is a distinguished Italian, Professor Corrado 
Gini. But among the Editorial Committee are representatives 
of many countries: Professor Andreades, D. M. Greenwood, 
Dr. G. H. Knibbs, Ing. L. Marck, Dr. R. Pearl, and other well- 
known foreign statisticians. 


BEGINNING in January, 1921, the London School of Economics 
and Political Science proposes to issue a Journal of Studies, 
embodying contributions by members of the staff, research 
students, and others connected with the Institution. The con- 
tributions will range over the fields of economics, statistics, com- 
merce and geography, public administration, political science and 
sociology—covering, in fact, all the aspects of the intellectual 
activities of the School. The price will probably be 7s. 6d. post 
free for the three numbers to be published in the year, each 
number to contain between 90 and 120 pages of matter. The 
Journal will be administered by an Editorial Board consisting 
of Professor A. L. Bowley, Professor E. Cannan, and Professor 
Graham Wallas; Mr. T. E. Gregory, to whom all communica- 
tions should be sent, acting as Secretary. 


Dr. SoLomon Bum, Associate Professor of Labour Economics 
in the University of California, desires to arrange an exchange of 
posts with a professor or lecturer of a British University for the 
year 1921-22. A teacher who could arrange to take his place 
would have an interesting opportunity of studying economic con- 
ditions and the teaching of economics in America. Anyone who 
wishes to take the exchange into consideration should communi- 
cate with the Universities Bureau, 50 Russell Square, W.C.1. 











RECENT PERIODICALS AND NEW BOOKS 


Quarterly Review. 


October, 1920. British Rationing during the War. G. E. Unper- 
HILL. By April out of the 39 million persons in Great Britain 
above 35 million were rationed for butter and margarine, 174 
million for tea, 15} for meat, etc. The development of the 
system is traced; and the causes of our success are shown. The 
Labour Party and its Policy. Sim LynpEn Macassey. ‘The 
programme of the Labour Party both as to domestic and 
foreign policy is described, and their affinity to various Socialist 
movements is shown. Criticism and advice follew. 


Contemporary Review. 


OctToBerR, 1920. The National Direction of Industry. ‘Sir Leo 
CuiozzaA Money. In war we got what we wanted by organisa- 
tion; ‘‘in peace we resign ourselves to the ancient scramble.” 

NoveEMBER, 1920. The New Industrial Revolution. J. A. Hopson. 
Not the abolition of property, but ‘‘ to rescue humanity from 
the thraldom of mechanical industry’’ by distributing un- 
pleasant work equitably is the essential object. 


The Nineteenth Century. 


NoveMBER, 1920. The National Wage Position. Sir Lynpen 
Macassey. The expiration last September of the Act which 
compelled employers to pay the same rate of wages as at the 
date of the Armistice is among the complexities caused by the 
war which call for the ‘‘ sound wage principles’ and ‘* wage- 
fixing machinery ’”’ offered by the writer. 


uarterly Journal of Economics (Cambridge, Mass.). 
g 


Aucust, 1920. The American Merchant flect. Kpmunp E. Day. 
The development of the fleet during the war and the use to be 
made of it in peace are considered. The Royal Commission on 
the British Income Tax. A. C. Picov. The principal changes 
introduced by the Commission are lucidly exhibited. The Meat- 
packing Investigation. G. O. VirtuzE. The Accuracy of 
Labour. I. Korany. Interesting examples go to show that 
accuracy of work is inborn, sui generis, not resolvable into 
“‘erystallised labour time.’’ The Grain Corporation and the 
Guaranteed Wheat Price. Witrrep Exprep. The Transition 
from Government Control of Sugar to Competitive Conditions. 
JosHua BernwarDt. The public spirit and business ability dis- 
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played in war time are no longer available for Government 
control. 

Among many interesting reviews there is a useful summary 
of the literature of Guild Socialism. 


American Economic Review. 


SEPTEMBER, 1920. Price Economics versus Welfare Economics. 
I'RaNK A. FetTer. The leading characteristics of Ricardian 
(“‘ classical ’’) economics—(1) implicit belief in laissez-faire, (2) 
commercial sympathies and the employers’ point of view, (8) 
monetary standards—met with opposition from six quarters. 
British Income-tax Reform. Auzapa Comstock. The final 
report of the Royal Commission is summarised, with criticism of 
some features, e.g., ‘‘ the refusal to consider the adoption of a 
mathematical formula to smooth tax rates and continue pro- 
gression.’’ The Transportation Act of 1920. Epcar J. Ricu. 
An analysis of the constructive railway legislation passed by the 
last Congress. Integration in Marketing. Lewis H. Haney. 
A review and criticism of combinations such as that among the 
separate marketing stages (wholesale and retail) or that of 
marketing with industry. Capital Investment and Manufac- 
turing Costs. Stantey E. Howarp. ‘“‘Is interest a manu- 
facturing cost?’’ ‘The question has exercised the American 
Institute of Accountants. 


The Review of Economic Statistics (Cambridge, Mass.). 


Juty, 1920. The special feature of this number is a study on the 
World’s Gold Supply, presenting the recent, and forecasting 
the future, output in the principal gold-producing countries. 
Altogether there is no serious danger of shortage, especially con- 
sidering that the gold imported into India and China, or em- 
ployed in plate and jewellery, is not lost to the world. 


Avaust. World Banking and Currency: A Review of Recent 
Developments. Among many interesting observations and 
statistics there occurs a good analysis of the various processes 
by which inflation was accomplished in different countries. 

SEPTEMBER. An Index of the Physical Volume of Production. The 
growth of twelve important crops relatively to 1909-13 as base 
is tabulated for the years 1879-1920. The general average 
shows a rise from 80.9 in 1900 to 115.2 in 1920. 

OcrosER. The index of physical volume for Mining represents ten 
minerals (six metals, three coal products and petroleum). The 
general index-number has more than doubled since 1900, while 
population has increased in the ratio 155: 218. 


Annals of the American Academy (Philadelphia). 


SEPTEMBER, 1920. Labour, Management and Production is the 
theme of articles relating to American industry, purporting to 
be the joint work of ‘‘ leaders of the organised workers ’’ and 
‘* scientists of industry.”’ 
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Journal of Political Economy (Chicago). 


OctoseR, 1920. Harmonising the Interests of Farm Producer and 
Town Consumer. KE. G. Nourse. International Private Agree- 
ments in the Form of Cartels, Syndicates and other Combina- 
tions. Wiuuiam Norz. Interest during Construction. W. A. 
Paton. 


Journal des Economistes (Paris). 


Juty, 1920. Le Projet de Finance Britannique. W. W. J. 
Wituiams. Pensions Civiles et Militaires. J. Grrarp. La 
Détermination des Prix en Temps des Crises. R. Doucrr. Le 
Procés du Capital. A. RAFFALOVICH. 


OctToBeR, 1920. L’Endosmose  Bolchévique. Yves Gvyor. 
L’Enquéte Monétaire de la Société des Nations. A. 
RAFFALOVICH. 


Revue d’Economie Politique (Paris). 


Juty—Aueust, 1920. La Monnaie dans la Nouvelle République 
Autrichienne. X. Le Probléme des Nationalisations et le 
‘* Guild Socialism ’’ en Angleterre. E. Lasxtne. The views of 
Mr. G. D. H. Cole and other Guild Socialists are set forth at 
length and summarily criticised. Considerations sur le Mer- 
cantilisme. René GonnaRD. L’Inégalité devant la Mort d’aprés 
les Statistiques de la Ville de Paris. LL. Herscn. (Continued 
from May-June.) The great differences in mortality observed 
between districts are not so great as the difference between 
classes of the population, since the rich districts contain many 
poor and the poor districts some rich. Among the Notes et 
Memoranda are a resumed appreciation of Prof. Vilfredo 
Pareto’s great treatise on Sociology and a review of M. Colson’s 
Cours d’Economie Politique. 


SEPTEMBER—OcTOBER, 1920. La Situation Monétaire de Roumanie. 
D. J. Gueoraiu. Le systéme dit d’ ‘‘ économie mizte ’’ dans les 
Entreprises publiques en Allemagne. RR. Kakpeuuin. La 
Guerre et les Ouvriéres britanniques. Marig-LovuisE PuecH. 
The effect of war work on the wages, health and family life of 
the ‘‘ munitionettes ’’ is considered. Allocations pour charge de 
Famille. P. Ricnemonp. Plans for increasing the wages of 
workpeople supporting children (‘‘ sursalaire familial ’’) Le 
Morcellement parcellaire en France. A. GIRAULT. 


Archiv fiir Sozialwissenschaft und Soztalpolitik (Tiibingen). 


Avaust, 1920. Bolschewismus. Dr. Max Hirscnperc. A vigor- 
ous criticism of revolutionary Socialism. Hin system der 
Sozialisierung. O. Nevratn. Bevolkerungsfragen. HeEn- 
RIETTE Firta. After-war problems of population. 


De Economist (lia Hague). 


Sepremper, 1920. Geldwaarde en prijspeil. Prof. Dr. C. A. 
Verrign Stuart. A study on the value of gold and the level 
of prices. De depreciatie van het Nederlandsche betaalmiddel, 


No. 120.—vou. xxx. QQ 
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W. C. Megs. On the depreciation of the Dutch currency with 
respect not only to goods but also the legal standard, gold. 


NoveMBER. Jerste Gloren. A. Verrun Stuart. “First 
glimmers ’’ of hope for suffering Europe dawn from the Free 
Trade Conference and the ‘‘ Fight the Famine Council,’’ which 
were held in London last October. Vrijhandel en kosten van 
levensonderhoud. E.C. Van Dorp. The old argument that 
the withdrawal of Protection would disturb established interests 
has lost its force now that everything is ‘‘ topsy-turvy.’’ The 
old arguments for Free Trade are strengthened. 


Scientia (Bologna). 


Vol. XXVII. N XCVIII-6. Verso un nuovo assetto economico? A. 
Lorta. The considerable social transformation in Western 
Europe resulting from the war pale before the tremendous 
Russian tragedy; which is explained as a duel between two 
philosophical systems—between, say, Bergson and Spencer or 
Plato and Aristotle. 


Giornale degli Economisti (Rome). 


Auaust, 1920. Contributi critici alla finanza teoretica. G. 
BorGATTA. 

SEPTEMBER. Solidarieta economica e concorrenza commerciale. C. 
BRESCIANI TURRONI. 


La Riforma Sociale (Turin). 


SEPTEMBER—OcTOBER, 1920. I numeri indici Necco per il 1917 ed il 
1918. A. Gartno-Cantna. Index numbers for various countries 
are compared with figures in Italy calculated by the ‘‘ Necco ”’ 
method, comparing each year with its predecessor (as explained 
in the Supplement to the Riforma for September, 1910). 
Attention is called to differences in the rise of prices for exports 
and for imports. Di una proposta del Rignano.... Mario 
Rotunpt. A criticism of Prof. Rignano’s plan of taxing inheri- 
tances (as to which see Economic Journat, 1919, p. 342). 


Metron (Venice). 


Vou. I., No. I., 1920. La méthode statistique. L. Marcu. Ueber 
Funktionen von Variablen zwischen welchen Korrelationen 
bestehen. EE. Cruser. Sui Coefficienti di variabilita.  F. 
Vinci. Entomological Statistics. F. Y. Epaeworts. La 
coscrizione militare dal punto di vista eugenico. C. Gini. The 
Theory of Large Population Aggregates. G. H. Kunrsss. 
Della misura statistica dell’ abilita dei giocatori nelle corse al 
galoppo. G. Zrneaur. La fiscalité de guerre. J. Bourpon. 
Sulle applicazione del calcolo della probabilita alla fisica moleco- 
lare. F. P. Cantenur. Ridolfo Livi. C. Grint. 
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NEW BOOKS 


English. 


Battwarp (W. A.). The Slippery Slope, and other papers. 
London: Murray. 1920. Pp. 286. 10s. 6d. net. 

[A collection of essays on Poor Law Administration and other Social Pro- 
blem:; ; including a severe criticism of the Minority Report on the Poor Law.] 

BLoomMFIELD (Dante). Selected Articles on Modern Industrial 
Movements (Handbook Series). London: Pitman. Pp. xxii+377. 

{A collection of articles by various writers, including Bertrand Russell and 
G. D. H. Cole ; compiled by Daniel Bloomfield ; with an introduction by Meyer 


Bloomfield. ] 

Boncue (O. Frep). Limits of Socialism. London: Macmillan. 
8s. net. 

Brooxs (JoHN GRAHAM). Labour’s Challenge to the Social Order. 
London: Macmillan. 15s. net. 

[To be reviewed. ] 

Brown (Ivor). English Political Thecry. London: Methuen. 
1920. 

[To be reviewed. } 

BurkeE (Jonn F.). Outlines of the Industrial History of Lreland. 
(International School Series). Dublin: Fallon. 1920. Pp. 282. 

CLEVELAND (FREDERICK A.) and Buck (ArtTHuR E.). The Budget 
and Responsible Government. New York: Macmillan Co. 1920. 
Pp. 406. 

Danrzts (G. W.). The Early English Cotton Industry, with some 
Unpublished Letters of Samuel Crofton. Introductory chapter by 
George Unwin. Manchester: University Press. 1920. Pp. 214. 

[To be reviewed. ] 

Epie (Lionex D.). Current Social and Industrial Forces. Edited 
by L. E. Introduction by J. H. Robinson. London: Pitman. 
128. 6d. net. 

[A selection of extracts from well-known writings. ] 

Ewsank (R. B.). Indian Co-operative Studies. Edited by R. 
B. Ewbank, with an introduction by Henry W. Wolff. London, 
Bombay, Madras: Oxford University Press. 1920. Pp. 266. 

Fietp (G. C.). Guild Socialism. A critical examination. 
London: Wells Gardner. 1920. Pp. 158. 5s. net. 

(The author is Lecturer in Philosophy in the University of Liverpool. ] 

FuanaGan (JAMES A.). Wholesale Co-operation in Scotland. 
Glasgow: Co-operative Wholesale. Pp. xiv+478. 

{In commemoration of the Jubilee of the Scottish Wholesale Co-operative 
Society.] 

FREDERICK (J. G.). Business Research and Statistics. London: 
Library Press. Pp. x+342.. 15s. net. 

Hare (Str Lancetor). Currency and Prices. London: King. 
Pp. 74. 

Heaton (Herpert). Yorkshire Woollen and Worsted Industries. 
From the earliest times up to the industrial revolution. Oxford: 
Clarendon Press. 1920. Pp. 459. 


[To be reviewed. ] 
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Herrorp (R. O.) and Jenxins (H. G.). Outlines of Industrial 
Administration. London: Pitman. Pp. ix+122 6s. net. 

HetuerineTon (H. J. W.). International Labour Legislation. 
London: Methuen. Pp. 194. 

[To be reviewed. ] 

Hiaes (Ricwarp). Wealth and Freedom. Dover: Dover Pub- 
lishing Co.” Pp. xi+256. 

Industrial Unrest and Labour Policy. Report of the Industrial 
Committee of the National Party. 1920. 9d. 

International Financial Conference. Printed for the League of 
Nations. London: Harrison. 

[Papers on Currency Statistics, Public Finance, International Trade, etc.] 

International Law, British Year Book of. London: Frowde. 
1920-21. Pp. 292. 

[International law is still a ‘‘ living force” to be directed by science ; such is 
the purport of the introduction contributed by the Editorial Committee, con- 
sisting of Sir Erle Richards, Prof. A. Pearce Higgins, Sir John Macdonell, Sir 
Cecil Hurst, E. A. Whittnets. The Editor is Cyril M. Picciotto. All but one 
of the editors contribute articles. ] 

Janicu1 (Dr. §&.). Industrial Reconstruction in Poland. 
London: Polish Press Bureau. 1920. Pp. 32. 

[A statistical estimate of the present condition of the several leading industries, 
greatly injured by the war, now reviving notwithstanding deficient coal and 
disordered currency. ] 

Kirkatpy (A. W.). Wealth, its Production and Distribution. 
London: Methuen. 5s. 

[To be reviewed. ] 

Mactavrin (Rosert). The Oversea Illusion: Its Amazing Effects 
on Wages, Prices, and Output. London: G. Bell. 3s. 6d. net. 

NicHoison (Pror. J. Suretp). The Revival of Marxism. Lon- 
don: Murray. 1920. Pp. 145. 

Rammaya (K. H.). Review of the Foreign Rail-borne Tradé of 
the Mysore State for the year 1918-19. Bangalore. 1920. Pp. 273. 

[The author is Deputy Director of Commerce and Statistics in Mysore. ] 

Raven (Cuarues E.). Christian Socialism. London: Mac- 
millan & Co. 17s. 

Rea (Russewt). The Triumph of Free Trade. London: Mac- 
millan. 1920. Pp. 384. 15s. net. 

[To be reviewed. ] 

RepDFERN (Percy). The Consumers’ Place in Society. Man- 
chester: Co-operative Union. Pp. 107. 2s. 6d. 

fA ‘‘ consumer’s consciousness ”’ should be developed. ] 

Roginson (Jesse S.). The Amalgamated Association of Iron, 
Steel, and Tin Workers. (Johns Hopkins University Studies.) Balti- 
more: Johns Hopkins Press. Pp. 166. 

Suater (GILBERT). The Making of Modern England. London: 
Constable. 1919. Pp. 3083. 

SnowpEN (Pump). Labour and National Finance. London: 
Parsons. 1920. Pp. 160. 4s. 6d. 

SprinGer (LEopotpD). Some Aspects of Financial and Commer- 
cial After-war Conditions, London: P. §. King. Pp. 118. 5s. net. 
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Sunpt (Ernar). Imagination, Labour, Civilisation. With biblio- 
graphical introduction by S. C. Hammer. London: Heinemann. 
1920. Pp. 417. 


Tornguist (E.). Business Conditions in Argentina. Buenos 
Aires. 


VisvEsvaRAYA (Sir M.). Reconstructing India, London: King. 
1920. Pp. 326. 


West (Junius). A History of the Chartist Movement. London: 
Constable. 16s. 


Wricuat (STanuEy). Kiangsi Native Trade and its Taxation. 
Shanghai. 1920. Pp. lxxxvii+ 203. 


Yue (G. Udny). The Fall of the Birth Rate. A paper read 
before the Cambridge University Eugenics Society. Cambridge: 
University Press. 1920. Pp. 43. 

[Fertility is subject to natural fluctuations; which may account for the 
recent fall in birth rate as it does for the rise in Connaught, 1871-1911.] 


American. 


ANDERSON (B. M.). The Fallacy of the Stabilised Dollar. New 
York: Chase National Bank. August, 1920. Pp. 16. 

[A severe indictment of Prof. Fisher’s plan, as impracticable in war time, 
internationally inapplicable, no remedy for social discontent. ] 

Brab ey (Harriett). The Enclosures in England: an Economic 
Reconstruction. (Columbia University Studies.) New York: Col- 
umbia University Press. London: P. 8. King. 3s. net. 


CuunG Su See. The Foreign Trade of China (Columbia Univer- 
sity Studies). New York: Columbia University. London: P. 58. 
King. 1919. Pp. 451. 

[To be reviewed. ] 

CLEVELAND (FREDERICK A.) and Bupr (Artuur E.). The Budget 
and Responsible Government. With an Introduction by William 
Howard Taft and a Note by the Editor (Professor Samuel McClune 
Lindsay). New York: The Macmillan Company, 1920. Pp. 
xxxlii+ 406. 8vo. Price 17s. net. 

[This useful volume of the American Social Progress Series is a description 
and interpretation of the struggle for responsible government in the United 
States, with special reference to recent changes in State constitutions and 
Statute laws providing for administrative reorganisation and budget reform. 
The introduction by ex-President Taft is especially noteworthy. ] 


Core (H. W.). Education for Democracy. New York: Mac- 
millan Co. Pp. 275. 

KEcuet (E. C.). Coal, Iron, and War. New York: Holt. 

Frank (Pror. T.). An Economie History of Rome to the End of 
the Republic. Baltimore: Johns Hopkins Press. 1920. Pp. 310. 

[To be reviewed. ] 

Huanea (Hawn Liana). The Land Tax in China. (Columbia Uni- 
versity Studies.) New York: Columbia University Press. London: 
P. S. King. 6s. net. 
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Hunt (Guityarp) and Scorr (JAMES Brown). The Debates in 
the Federal Convention of 1787, which Framed the Constitution of 
the United States of America. (Carnegie Endowment for Inter- 
national Peace.) New York: Oxford University Press. 1920. Pp. 
731. 

KEMMERER (EK. W.). High Prices and Deflation. Princeton: 
University’ Press. 1920. Pp. 82. 

[The volume of American business having increased since 1913 by 9 per cent. 
only (1:3 per cent. in 1918), while the “‘ monetary circulation ’’ increased by 71 
per cent. and the proportion of deposits to cash reserves nearly doubled: there 
has resulted a very general rise of prices of more than 100 per cent. ; unsettling 
relations between debtor and creditor and between occupations unequally 
responsive to changes in real remuneration. Whereas expansion was favoured 
by the patriotic impulse to ‘‘ borrow and buy ”’ and by an artificially low rate of 
interest, now the process of inflation must be reversed. ] 

Litman (Simon). Prices and Price Contro] in Great Britain and 
the United States during the World War. (Carnegie Endowment for 
International Peace.) New York: Oxford University Press. 1920. 
Pp. 381. 

NeweE.ut (F. Haynes). Water Resources, Present and Future 
Uses. New Haven: Yale University Press. Pp. 310. 

[Water in General, Precipitation, Evaporation, Dams, Uses of Water, River 
Regulation, are among the headings of chapters. ] 

Secrist (Horace). Statistics in Business. New York: 
McGraw Hill Book Co. 1920. Pp. 187. 


Strutt (WituraM). The Food Crisis and Americanism. New 
York: Macmillan Co. Pp. 135. 
TeaD (Orpway) and Mercatr (Henry C.). Personnel 


Administration. McGraw Hill Book Co. Pp. 538. 33s. net. 
{Relating to Industrial Welfare Work and kindred topics. ] 


French. 


Ansiaux (Maurice). Traité d’économie politique. Tome premier. 
L’organisation économique. Paris: Giard. 1920. Pp. 384. 


Barnicu (G.). Principes de Politique Positive d'aprés Solvay. 
Brussels: Lebégue. 1919. Pp. 170. 

BonpaMm (Ricuarp). Le Mal Social et les Remedes. Paris: 
Société Mutuelle. 1920. Pp. 381. 6 fr. 50. 

DeEcHESNE (LauRENT). Economie Syndicale. Liége: Wykmans. 
1920. Pp. 97. 

{On the different kinds of syndicates and their methods.] 

LACHAPELLE (GrEorGES). Les Finances Britanniques. Paris. 

SupercasEaux (G.). Le Papier Monnaie. Paris: Giard. 16 fr. 


Wirners (Hartiey). Qu’est ce que la Monnaie? (La Marché 
Monétaire Anglais). Traduction par C. et J. Riviére. Paris: Giard. 


1920. Pp. 288. 

[The value of this translation is enhanced by a preface from the author’s 
pen. Referring to recent experience, Mr. Hartley Withers adds to what he had 
said about the increase of deposits through loans to customers, that a similar 
increase may occur when banks purchase War Loan. M. Charles Rist contri- 
butes an introduction in which he admits the difficulty of rendering into a foreign 
language the wit, charm, ease and simplicity of the original.] 
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German. 


FéupEs (Pror. Berta). Finanzwissenschaft. Jena: Gustav 
Fischer. 1920. Pp. xiv+686. M. 33. 


GanswinptT (A.). Die Wolle und ihre Verarbeitung. Leipzig: A. 
Hartleben. 1919. Pp. vi+596. M. 12. 


[A comprehensive text-book on the Woollen industry. Tllustrations.] 


GELESNOFF (Pror. W.). Grundziige der Volkswirtschaftslehre. 
Leipzig: B. G. Teubner. 1918. Pp. xi+613. M. 10. 

{A German translation of a specially prepared edition by a Russian professor 
of a work regarded in many quarters in Germany as perhaps the best introductory 
text-book to Economics. The author is a professed Marxist. ] 

Giese (Kurt). Das  Seefrachttarifwesen. Berlin: Julius 
Springer. 1919. Pp. xvi+379. M. 34. 

HERZFELDER (Epmunp). Die volkswirtschaftliche Bilanz und 
eine neue Theorie der Wechselkurse. Berlin: Julius Springer. 1919. 
Pp. xvi+ 486. M. 24. 

{Basing his theory of money on Mercer, the author elaborates a new doctrine 
of a paper currency. | 

LieFMANN (Rosert). Grundsitze der Volkswirtschaftslehre. 
Vol. 2. Grundlagen des Tauschverkehrs. Stuttgart: Deutsche Ver- 
lagsanstalt. 1919. Pp. xvi+858. M. 35. 


MauntHer (WiLHELM). Der Bolschewismus. Berlin: Kohl- 
hammer. 1920. Pp. 368. 

MeEErwarTH (Rvupotr). Einleitung in die Wirtschaftsstatistik. 
Jena: Gustav Fischer. 1920. Pp. vi+329. M. 20. 

[A consideration of the statistics of industry, occupations, and output, both 
industrial and agricultural.] 

Prion (Dr. W.). Inflation und Geldentwertung. Berlin: Julius 
Springer. 1919. Pp. 126. M. 5. 

{Memorandum on inflation furnished to the German Ministry of Finance. 
The author advocates greater output and importation as the main agents of 
deflation. } 

Sartorius von WALTERSHAUSEN (Pror. Dr. A. FREIHERR). 
Deutsche Wirtschaftsgeschichte, 1815-1914. Jena: Gustav Fischer. 
1920. Pp. x+598. M. 50. 

Scumipt (Pror. Dr. Max). Die Soziale Organisation der Men- 
schlichen Wirtschaft. Stuttgart: Ferdinand Enke. 1920. Pp. 
vili+222. M. 18. 


[The first volume of & new work on economics based on ethnology. ] 


ScHMITTMANN (Pror. B.). Fihrer durch die deutsche Sozial- 
versicherung in ihrer Gestaltung nach dem Kriege. Diisseldorf: L. 
Schwann. 1920. Pp. xii+191. M. 10. 

Sompart (WERNER). Die deutsche Volkswirtschaft im 19 Jahr- 
hundert und im Anfang der 20 Jahrhunderts. Berlin: Georg Bondi. 
1919. Pp. xvi+532. 

[A new and enlarged edition of Sombart’s well-known study of the Economic 
development of Germany. ] 

TysKa (Pror. Cart von). Volkswirtschaftliche Theorien (Mer- 
kantilismus, Individualismus, Sozialismus, Bolschewismus, Imperial- 
ismus). Jena: Gustav Fischer. 1920. Pp. vi+136. 1920. M. 11. 
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Tyska (Pror. Cart von). Grundziige der Finanzwissenschaft. 
Jena: Gustav Fischer. 1920. Pp. vii+348. M. 24. 


Italian. 


Cari (Fiuippo). L’evoluzione delle rivoluzioni. (Pagine dell’ ora.) 
Milan:. Treves. 1920. Pp. 51. 


Ernaupi (L). Il problema delle abitazioni. Milan. 

FRraccacrRETA (ANGELO). La trasformazione degli impiegi di 
intrapresa. Naples: Pierro. 1920. 

Loria (AcHILLE). Verso la Giustizia Sociale. Vol. I: Nel tra- 
monto di un secolo (1880-1904). Terza edizione riveduta. Milan: 
Societa editrice libraria. 1920. Pp. 614. 

Prato (GIUSEPPE). Fatti e dottrine economiche alla vigilia del 
1848. L’Associazione agraria subalpina e Camillo Cavour. Turin: 
Artigianelli. 1910. Pp. 352. 

Ricca-BarBeris (Pror. M.). La guerra come causa di risoluzione 
dei contratti agrarii di salariato fisso. Naples: 1917. Pp. 16. 

[Reprinted from the Fortnightly Diritto e Giurisprudenza.} 

RiccA-BarBERIS (Pror. M.). Sulla guerra come caso di forza 
maggiore nei contratti colla publica Amministrazione. Milan : 
Societa editrice. Pp. 98. 

[Reprinted from the Diritto.] 

Riccr (UmpBeErto). Protezionisti e Liberisti Italiani. Bari: Late- 
reza. 6.50 lire. 

RiGgNaNno (EuGenio). Per una riforma Socialista del diritto Suc- 
cessorio. Bologna: Zanchelli. Pp. 165. 











